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* A global leader providing innovative tools for
life sciences research and drug discovery and
development

+ Sciex brand offers proven market leadership in
mass spectrometry

* Molecular Devices brand is the gold standard
in high-performance bicanalytical
measurement systems

MDS Nordion

* Aglokal leader in supplying medical isotopes
for molecular imaging

* Leading provider of sterilization technologies
for disease prevention and radiotherapeutics
for targeted cancer treatments

* A global leader in contract manufacturing for
the radiotherapeuties industry
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*» A global leader in delivering high-quality on-
time contract research services at each staga of
the drug discovery and development process
* Value-added services help to bring new drugs
to market safely and efficiently

— =+

$‘iﬁmi;

Market Size $6 billion Market Size Market Size
Market Growth 6%-10% Market Growth 5%-7% Market Growth 10%-13%
2007 Net Revenue @ . 2007 Net Revenue . 2007 Net Revenue

of total of total ' of total
$352 million revenues $290 million revenues $477 million @ revenues

Market Segments

* Life Sciences Mass Spectrometers
* Drug Discovery

* BioResearch

Market Segments

* Medical Imaging Isotopes
* Radictherapeutic Products
¢+ Sterilization Technelogies

Market Segments
* Early-Stage
* Late-Stage

Key 2007 Achievements and Improvements

Acquired and integrated Molecular Devices
Continued migration of manufacturing and
supply chain to Asia

Launched seven new innovative products
including

* AquaMax® family of microplate washers
New food safety test method

MetaMorph® ICS Confocal Microscope for live
cell and functional imaging

Cliguid™ Drug Screen and Quant Software
with improved accuracy for screening drugs
of abuse

FlashQuant™, new mass spectraometer
workstation introduces 25-fold increase in
speed for drug screening
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Key 2007 Achievements and Improvements

* Expanded operations in Fleurus, Belgium to
grow demand for Glucotrace® imaging agent

« Established four Eurcpean Centres of Excellence
for TheraSphere®, a liver cancer treatment

* Signed agreement with Avid
Radiopharmaceuticals Inc. to develop new
imaging agent for Alzheimers disease

* Signed expanded contract with Rosenergoatom
to grow sterilization business

Key 2007 Achievements and Improvements

* Significant progress in resolution of FOA efforts
in Montreal

» Top-graded 35 positions (50%) in the top
two layers of the leadership team

¢ Increased 2007 adjusted EBITDA by $32 million
and improved productivity (revenue per
headcount) by 17%

« Streamlined global footprint and headeount to
deliver $30 million annual savings in 2008

Key 2008 Priorities

Accelerate introduction of new technologies
through add-on acquisitions and technology
in-licencing

Continue to increase share of existing markets
through product development

Enhance our global representation by expanding
our direct and indirect sales and support in
Europe and Asia

Expand Asian manufacturing and supply chain
capabilities

Roll out new MDS Analytical Technologies brand

Key 2008 Priorities

* Expand existing product offerings into new
global markets

* Drive growth through customer-focused
initiatives, development collaborations and
strategic acquisitions

* Establish lead as inngvator in molecular
medicine to enable personalized medicine

+ Continue application of LeanSigma tools to
drive efficiency across operations

Key 2008 Priorities

+ Capture emerging biotech oppertunities with
expanded Development & Regulatory

Services team

Expand service offerings, through Phoenix ¢linic
expansion, Phase lla services, immunogenicity
testing and focused therapeutic area initiatives
Fully upgrade and integrate global sales efforts
Drive productivity and continue to strengtien
quality management systems through targeted
LeanSigma initiatives and custemer-facing

IT investments

* Raoll out new brrand strategy

-




=> US$1.1 billion net revenues = Broad global reach

= 17% net revenue growth * Operations in 29 countries
= 88% EBITDA growth

= End market growth of 7%-10%

» Distribution to 82 countries
= Listed on TSX and NYSE

= 72% of institutional shares held cutside
= 5,500 employees of Canada

MDS is a global life sciences company

that provides market-leading products and services that

our customers need for the development of drugs and

diagnosis and treatment of disease. We are a leading

global provider of analytical instruments, medical

isotopes for molecular imaging, radiotherapeutics and
A world of _

ﬁ t medical devices and pharmaceutical contract research.

" MDS Global Presence

s N A e
= S P S
R }‘ dg/l_rr N N

S = S N 3
~ - TS

v )

T )

~ %

Employees Revenues Revenues Revenues

by geography by geography by client type by offering

O Canada 35% O United States 47% O Pharma/Bictech 66% O Services 50%
O United States 29% @ Europe 27% O Industry & Other 26% 0O Instruments 26%
W Europe 28% D Canada 12% O Government/ B Reagents &

O Asia 7% 0 Asia 9% Academia 8% Consumables 24%
0O Rest of World 1% O Rest of World 5%

All dollar figures in this report are in U5 funds, unless otherwise stated.
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Years ended October 31 (millions of US dollars, except EPS) 2007 2006 % Change
FINANCIAL RESULTS'
Net revenue

MDS Analytical Technologies $ 352 % 202 74%

MDS Nordion % 290 % 295 (295)

MDS Pharma Services $ 477 % 458 4%

$ 1,119 % 955 17%

Adjusted EBITDA? 5 145 § 77 88%
Cperating loss $ (108) % (56) {93%5)
EPS

Adjusted? $ 0.34 % 0.17 100%

As reported 3 {0.25) % 0.15 n/m
Cash from continuing operating activities 3 178 % 25 612%
Capital expenditures 5 71 3 51 39%
FINANCIAL POSITION
Cash, cash equivalents and short-term investiments % 337 % 382 {12%)
Total assets $ 3,018 3% 2,343 29%
Net debt $ 47 5 12 292%
Shareholders’ equity $ 1,897 % 1,354 40%
From continuing operations, except where noted
Excluding restructuring and other items

Three-year

Over the past three years, our net revenues
have grown at a compound annual growth
rate of 12%, due primarily to the acquisition
of Molecular Devices this year.

12% CAGR

net revenue growth

{in millions of dollars)

955
87

2003 2006 2007




There is a world of difference at MDS
since we embarked on a bold new course
two years ago.

three strong platforms in

more glébal than ever, growth areas of life sciences
with growing footprints and are leveraging our strength
opportunities in growing in those markets

geographic markets

N\

building a culture
of innovation
and excellence

more competitive . A world of N
difference &

stronger, leaner,

strengthened leadership
on a global basis

world-class operations
in key global markets

\ moving boldly, driving growth
\ - organically and through
| strategic acquisitions

CHAIRMAN'S MESSAGE 2 MESSAGE TC SHAREHOLDERS 3 MANAGEMENT TEAM & NOW & THEN 8  GLOBALIZATION 10 INNOVATION 12
OPERATIONAL EXCELLENCE 14 COMMUNITY 16 GOVERNANCE 18



Chairman’s Message

John T. Mayberry
Chairman

A stronger MDS for a

different world

There is indeed a world of difference ar
MDS, with profound changes since |
became Chairman in 2004. At that time,
MDS was known primarily as Canada’s
largest diagnostic laboratory company and
required clearer focus. Today, MDS is

a major global life sciences company,
focused, strong, innovative, and moving
forward with confidence. It's a different
world, and it is cremendously exciting,
The difference the Board has seen reflects
the vision, commitment and decisive
action of the management team and
people of MDS, under the leadership of
CEO Stephen DeFalco. Two years ago,
Stephen and his team charted our the
bold new course that has led to the
rationalization of MIDS’s businesses into
three scrong growth platforms, expanded
our global reach and fuelled a high-

performance Cll]tlll’C.

In fiscal 2007, we saw an impressive
acceleration of this strategic course, as
MDS completed the sale of the laboratory
services business and launched MDS
Analytical Technologies with the
acquisition of Molecular Devices, the
largest acquisition in the Company’s

history. With every step forward, MDS

A world of difference

has become better equipped 1o compete
and prosper in the high-growth markers
of glohal life sciences. What is particularly
imporant and impressive is that this has
been achieved without sacrificing the
commitment to people and values for
which MDS has always been known.
People take pride in being part of an
organization that lives its values. | wake
pride in being associated with this
Company.

The journey is not over yet, but the
difference is already abundantly clear and
the Board fully supports management

in its ambitious strategy, now well
underway, to deliver superior value to our
shareholders. In a changing world and

a global industry with vast potential,
MDS is on course and moving forward.

H- gy

John T. Mayberry
Chairman

MDS 2007 ANNUAL REPORT 2




Vlessage to Sharenolaers

Stephen P. DeFaleo
President and
Chief Executive Officer

MDS Investment Thesis:

A different company

* $1.1 billion global life sciences
company with three strong leading
platforms in attractive markets.

* Strong management with a proven
track record of execution.

* Customer-focused and performance-
driven culture; provider of
innovative, high-quality products
and services.

* Appropriate balance of
operating improvement, growth
and investment.

Driving growth as a global life sciences company

“If you look at what has happened in the last two years,
MDS has emerged as a truly global life sciences pure play -
an exciting new platform for growth with a whole new

world of opportunity.”

It is an exciting time at MDS, as we see
the impact of the strategies we have been
pursuing, and the world of difference we
have already achieved.

By any measure, 2007 was a year of major
events and significant achievements in the
history of MDS. In executing our straregies
to make MDS a stronger and more
competitive global life sciences company,
we completed the largese divestiture in the
Company’s history, followed by the
biggest acquisition. These two evenus had
a profound impact on the shape, identity

and business focus of MDS.

The divestiture was the sale of MDS
Diagnostic Services, an exceptional
laborarory business which was the
founding business of MDS. This domestic
business did not fit in the life sciences
markets where we saw the greatest going
forward opportunities. To unlock the true
value and porential of MDS, it was time
to move forward on the world stage.

With the divestiture of the lab business,
we completed our plan of focusing MDS
on our three platforms, which are all
significant players in the global life

sctences marker. We also generated

A world 61‘ difference

cansiderable proceeds. In fact, the value
of the transaction, at $1.3 billion, well
exceeded expecrations for the sale of the
husiness. This enabled us to return value
to shareholders through a $500 millien
share buy-back while providing substantial
investment capital to build on our
platforms and accelerate MDS growth.

Making a difference with our
first major acquisition

We did exactly whar we said we were
going to do and moved decisively with
our first major acquisition — Molecular
Devices Corporation. Combined with
MDS Sciex, Molecular Devices is now
part of MDS Analytical Technologies,
an exceptionally strong global placform.

This transaction has been highly
significant for MDS. It reveals much
more than simply doubling the size and
clout of one of our platforms. It reflects
our ambition of turning our niche leaders
into more powerful, more global
placforms for growth. It is more than an
opportunity for synergies and increased
revenues. The acquisition of Molecular
Devices effectively demonstrates our
strategies in action, taking them from

concept into reality. In fact, it drives

MOS5 2007 ANNUAL REFPORT 3



Viessage 1o cnarenolaers

cont'd

home all three themes we explore later

in this report: it has created a world of
difference, moving our analytical
technologies business — and MDS -
dramaically ahead in terms of globalization,
innovation and operational excellence.

With Molecular Devices, MDS Analytical
Technologies has become more global
than ever — bringing with it offices and
operations in key markets beyond

North America, a global customer-facing
sales and marketing force, which we have
kept intact, and an increased footprint

in Asia, where we will be able to move
more of our manufacturing operations.
As well, we can leverage our growing
presence in Asia, Europe and South
America to support our other platforms
and global activities.

From the perspective of innevation, our
MDS Analytical Technologies business
now has a formidable combined portfolio
of more than 392 patents, and a far
broader and deeper producr pipeline.
This pipeline is highly technical and
research focused — for the business as a
whole, we will see $70 million in R&D
spending in the year ahead. These
investments in technology will significantly
increase our ability to create innovative

new Pl’OdLlC[S fOI’ our Customers.

From the operational performance
viewpoint, we have gained a first class

operation, state-of-the-art facilities,
international sales and supporrt capabilities,
a broader customer base, a deeper talent
pool, and a more diversified product
range — with the ability to offer existing
customers a richer range of solutions.

In short, the Molecular Devices
acquisition was the perfect strategic fit

for MDS. The acquisition closed in the
second quarter, and the MDS Analytical
Technologies leadership team, led by
Andy Boorn, has done an outstanding job
in leading the integration process, which
has been remarkably seamless, and in
proceeding with their plans to build and
enhance the platform.

Progress across the platforms

While highly significant, the transformation
of our MDS Analytical Technologies
platform was just one milestone in an
eventful year. All three platforms made
solid progress in pursuit of their goals

and stravegics.

Within MDS Analytical Technologies,
Sciex had a positive year with record
profitability and a positive year in
executing its R& DD agenda with new
generation products to advance research
and enhance client testing standards.
Furthermore, we saw the continued
success of the Applied Biosystems | MDS
Sciex joint venture, with the unveiling
of FlashQuant™ — an innovative,

A world of difference

first-in-the-world mass spectrometer
platform designed to accelerate the drug

SCIEening process.

MDS Nordion, under the leadership of
Steve West, delivered solid performance
in 2007, while launching a range of
initiatives and partnerships and broadening
markets and operations in Europe and
Asia. To this end, MDS Nordion
established four Centres of Excellence in
Europe for TheraSphere®, our innovative
liver cancer treatment. Located in Spain,
France, Germany and ltaly, these centres
will serve to train and educate encology
professiorfals in the use of this highly
promising reatment. MIDS Nordion also
made a mpjor investment in expanding
our produgtion facility in Fleurus,
Belgium, for molecular imaging agent,
Glucotract® used in the diagnosis and
staging of fancer.

As we loolt ahead, we are seeing rerrific
opportunities in our molecular imaging
business. MDS Nordion has joined
with the University of Ortawa Heart
Institute tq establish a Molecular
Imaging Centre of Excellence to advance
research in|cardiology. As well, we
signed a cdllaborative deal with Avid
Pharmaceyticals 1o suppore clinical trials
of novel rafliopharmaceuticals in the
diagnosis 2hd monitoring of Alzheimer’s
disease. MIDS Nordion is ac the leading
edge of personalized medicine.

MDS 2007 aNnUAL REPORT &




At MDS Pharma Services, we saw an
impressive turnaround in profirabilicy
and significant progress in closing the
chapter on the FDA review in 2007.
Dealing with the review comprehensively
absorbed considerable time, resources and
management focus, and impacted our
financial results. David Spaight and his
leadership team have made considerable
progress in rebuilding and focusing this
business into a stronger and more

viable platform in a hugely attractive

growth marker.

This team has launched a strategic plan
to become the industry leader in quality,
compliance and customer service - a plan
expressed by MDS Pharma Services’ new
brand promise, “1o deliver bigh-quality
services on-time.” This responds to our
clients’ pressing need to move drugs o
market quickly and efficiently.

The brand promise has been supported by
significant action and execution. MDS
Pharma Services made major investments
in growth in 2007. We completed the
300-bed expansion in Phoenix for our
Phase I business. We overhauled the
informarion systems for our pre-clinical
and central lab business, providing an
opportunity to expedite client processes
innovarively. As well, with an eye to the
future, MDS Pharma Services enhanced
its global positioning, expanding its
central lab in Beijing to meer the

We have already achieved a world of difference

by many measures. Truly we are really just getting

started tapping the potential of the new MDS.

increasing demands from pharmaceutical
and biotech companies conducting clinical
trials in China. From an operational
efficiency perspective, MDS Pharma
Services has more than 100 LeanSigma
projects in process — many of which are

focused on reducing cycle times.

All the achievements in pursuit of our
strategies have set the stage for growth and
value creation. MDS Pharma Services has
delivered steady performance improvement
throughout 2007, We intend to continue
tor drive further expansion of the EBITDA

margins in this business in the year ahead.

From the company’s overall progress of
2007, we are much closer to our goal of
moving forward as a leader in global life
sciences. We are more global, we have
been attracting top talent, and operational

performance has been improving steadily.

Ongoing focus

Driving forward, we are planning ro
accelerate growth, with a target of about
50% from organic growth and 50% from
acquisitions to build our three existing
platforms. Leaders of our three businesses
have been given the mandate, support,
latitude, investments and resources to
drive operational excellence and execute
growth strategies. We are focused on these
platforms, and we aim to stay focused.
These are strong platforms in great

A world of difference

markets, with an exceptionally rich set
of global opportuniries.

The report following my message will
outline our priorities and the reason for
our Conﬁdﬂncc. AS we move fDrWﬂrd, we
will sharpen our focus on globalization,
innovation and operational excellence.
With this focus, we have already achieved
a world of difference, by many measures.
We are really just getting started — there is
much more ahead.

WP 32l

Stephen P. DeFalco
President and
Chief Executive Officer

MDS 2007 ANNUAL REPORT 5



Managing the ditference

Stephen DeFalco Andy Boorn Tom Gerncn
President and Chief President, Executive Vice-President,
Executive Officer MES Analytical Technologies Information Technology, and

i
Chief Information Officer |

Ken Horton Sharon Mathers Boug Prince
Executive Vice-President, Corporate Senior Vice-President, Investor Relations Executive Vice-President,
Development, and General Counsel and Externzl Communications Finance, and Chief Finzncial Officer

i

Jim Reid Dave Spaight Steve West
Executive Vice-President, President, President,
Global Human Rescurces MDS Pharma Services MDS Nordion
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difference |

Now $1,119 million | 3

(as at end of Net revenue # of
fiscal 2007) businesses

Then  $1,414 million 5

%as at end of * includes MOS Diagnaostic
iscal 2004) Services and Source Medical

65%

Proportion
of employeps
{outside of Canada)

72%

Proportion

of global
institutional
shareholders
(outside of Canadla)
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M!aas‘uring the difference: the changing dimensions of MDS

MDS'has been evolving rapidly in pursuit of our strategies —
here's the progress to date.

F"

Focused
Global

Life sciences
company

Diversified
Canadian
Health and
life sciences
company

88%

Global

revenues

64%

19

European
presence
{# of offices)

20

13

Asian
presence
{# of offices)

4

Latin
American

presen ce
{# of offices)

3

A world of difference

7%-10%
End market
growth

3%-5%



A

different
world

MDS is more global than ever, with
expanding opportunities in the vYorld’s
most rapidly growing markets.




We are accelerating our ability to grow our businesses In key markets around

the world. Our new central lab in Beijing is the latest in a series of strategic
investments that we are making tc meet the growing needs of the pharmaceutical
and biotech market in Asia. On a global scale, we are continuing to monitor the
markets in our industry for appropriate acquisition opportunities to expand our
core businesses and enhance our capabilities to serve the needs of our customers.”

Did You Know...

MD3 Analytical Technologies
has transferred the
manufacturing of five key
product lines to Shanghai and
Singapore to take advantage
of global cost savings and
capabilities.

MDS Nordion's innovative
cancer treatment, TheraSphere®,
has been used to treat its first
patients in India as it continues
to expand its reach in global
markets,

H
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MDS Pharma Services has had
a central lab presence in China
for more than 10 years, longer
than any competitor, and
recently increased its Beijing
central tab operation testing
capacity five-fold.

We have seen revolutionary changes in the
world of life sciences — not just in the assets
and operations of MDS, but in our markets,
in the dynamics of our industry; in our
clients’ operations and in our opportunities.

Since che beginning of this decade, we
have noted the changing trends on a
global basis. The major driver from the
MDS perspective has been the accelerating
global expansion of our clients, the
world’s leading pharmaceutical and
biotech companies.

Very significant now is the growing
importance of markets beyond North
America. We have built our presence
ourside Canada, but the majority of our
expansion has been in the United States.
While the US remains the world’s largest
consumer of health care and life sciences
products, there are wotlds of opportunity
for all of our businesses in key emerging
and developed markets around the globe.

Asia is the next fronrier in life sciences —
particularly China and India. Each has
become increasingly important to the
supply chain, with growing induscrial
infrastructure and lower-cost, highly
skilled labour. India has focused on
health care and medical services as a key
sector. Both countries have growing
pharmaceutical and biotechnical
industries, which are potential customers
and partners for MDS. Both have vast
populations, which means a wealth of
patient populations for clinical crials. And
both have an emerging consumer class,
promising strong markets for our clients’
products. As a result, Asia has become
serategically vital to clients, and to MDS,

To support growth in Asia and to achieve
global leadership in our businesses, we

have been pursuing a number of strategies.

In our MDS Pharma Services business, we
responded to the needs of global clients

globalization

with our new, state-of-the-art facility in
Phoenix and our growing operations in
Europe. We are looking further afield wo
meet client demand for new patient
populations. Central and South America are
highly promising in this respect — as well as
China, where we recently moved to a new
and expanded central lab facility in Beijing.

With MDS Nordion, we have been
building momentum in Europe, with
expanded production facilities in Belgium,
and new Centres of Excellence in Spain,
[taly, Germany and France,

The acquisition of Molecular Devices

has made MDS Analyrical Technologies
a more global company. Cn the
manufacturing front, we have taken a
huge step forward with the facilides we
gained in Asia, where we have been
transferring more of our manufacturing
and supply chain activides; in face, over
haif of our mass spectrometer production
is now tocated thete. That is 2 major shift
in a matter of months.

As well, we gained a global sales and
support network with the acquisition,
greatly expanding our reach in Asia and in
other key markets, and positioning us to
forge stronger relationships with regional
and global clients. Thar has positive
implications for all three of our placforms,
as we leverage our growing global
footprint. To that end, we have been
stepping up our ralent management and
recruitment efforts on a global basis. To
attract the best and the brighcest and
cultivate creativity and innovative
thinking, we are promoting the “MDS
Advanzage,” our employee value
praposition, to establish MDS as the
employer of choice — around the world.

In chis different world in which we
operate, MDS is pursuing opportunities
for our platforms across Asia and other
high-potential global markets.

| I MDS 2007 ANNUAL REPORT 11
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Did You Know...

MDS Analytical Technologies’
Cliquid™ Drug Screen and
Quant Software enables faster
delivery of results in rapid turn-
around markets such as food
safety and pesticide detection.

MDS Nordion, in collaboration
with the University of Ottawa
Heart Institute, is establishing a
Molecular imaging Centre of
Excellence to advance
cardiclogy research and drug
development capabilities.

* ¥ %

GCP/

AWARDS

MDS Pharma Services received
a 2007 Goced Clinical Practice
Journal Award for successfully
managing a 2,700 patient

Phase lil malaria study in eight
countries across Asia and Africa.

"We have collaborated with MDS Nordion to establish a world-class Molecular

Imaging Centre of Excellence where we will combine innovative technology and
our global research resources to make a difference in the lives of cardiac
patients. We will use the latest imaging techniques to track changes at the
molecular level in the body that we expect will lead to significant discoveries
that advance earlier detection and new treatments for heart disease.”

Dr. Terrence Ruddy

Chief of Cardiology, University of Cttawa Heart Institute

Innovation is critical to global leadership
at MDS. Our world is spinning more
rapidly all the time. Technology changes,
markets change, dlients change — leadership
means being ahead of the curve. Innovation
requires the undertaking of risk and
disciplined deployment of capital, but
whar has become increasingly evident in
our industry is that a commitment to
innovation is required o compete on a
global scale.

We have 1 strong tradition of innovation
within each of our platforms; whar we
must do is ensure that it remains pervasive
throughout MDS. Innovation means
different things to each of our businesses.
[t may mean parinering at MDS Nordion,
new products at MDS Analydcal
Technologies and unique new customer-
facing I'T systems at MDS Pharma
Services. It is not just about products and
technical advances, bur abour finding
different ways of doing things — better
ways. It is abour being flexible, creative
and inviting of change.

To assist MDS in remaining a leader, we
have been focused on creating a culture of
innovation, right 4cross our organization.
Each one of our platforms has been
establishing a roadmap and benchmarks
for its innovation strategics, such as
measuring success in revenues attributable
to innovative products or services
introduced within the past chree years.

Research and development are virtal,
particularly with MDS Analytical
Technologies, which remains at the
leading edge of scientific instrumentation
1o accelerate clients’ increasingly
sophisticated drug discovery processes.
Both Sciex and Molecular Devices have
extensive and highly developed preduct
pipelines ~ supported by combined R&D
spending of $70 million. Eleven product
launches in the past two years are a
testarnent to the effectiveness of this
intensive R&D focus,

innovation

MDS Nordion, which has been working
effectively to institutionalize innovation,
has looked at creative partnerships, such
as the establishment of the Molecular
Imaging Centre of Excellence — focused
on cardiac research — with the Universicy
of Qttawa Hearrt Institute, and
collaborative research agreements with
Avid Radiopharmaceuticals, Inc., Bradmer
Pharmaceuticals, Inc., and Molecular
Insight Pharmaceuticals, Inc. to enable
the development of novel diagnostic and
therapeutic agents.

MDS Pharma Services has placed a priority
on enabling and supporting the innovation
and discovery processes of clients, by
looking for ways of expediting trial and
test procedures. Over 100 LeanSigma
initiarives have been complered that reduce
the time required 1o set up and complete
studies, and MDS Pharma Services has
focused on service delivery innovation with
targeted [T development, while closely
monitoring emerging trends such as
nicro-dosing.

We are supporting our platforms and
employees around the world in their effores
to enhance and strengthen a culture of
innovation. We are recognizing, rewarding
and celebrating innovative thinking, by
placing high value on intellecrual capiral,
by striving 1o recruit creative and dynamic
thinkers, and by communicating break-
throughs, benchmarks and best practices.

The strength of our commitment to
innovation and to advancing life sciences
is reflected in the importance we place
on our newly created Scientific Advisory
Board. This group of external advisors
helps to steer our innovation efforts.
They also serve to connect our R&D
teams to leading external thinkers to
create collaborations.

|
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We have strengthened our leadership team
around the world and we are strgnger, leaner
and more competitive.

operational excellence
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improvement initiative that has exceeded expectations. LeanSigma reflects our
company's commitment to operational excellence by putting the right processes
in place at the outset of new IT projects. This approach helps us succeed in
improving productivity, responding more effectively to our customers and saving

Did You Know...

MDS Analytical Technologies’
manufacturing transitions have
saved in excess of $4 million in
material costs and 40%-50%

in direct and indirect labour in

F2007 alone.

MDS Nordion increased their
production of a medical isotope
used in cardiac imaging by over
40% tn one month to satisfy a
global shortage.

o
* y

MDS Pharma Services'
Bioanalytical team has achieved

a better than 97% on-time
delivery score through LeanSigma
process improvement initiatives.

millions of dollars in operating costs.”

Success of our growth strategies rests on
driving scale and leadership across our
global businesses to allow them to
compete effectively and meet the needs of
our clients. To thart end, in addition o
building our businesses, we have been
adding depth and strength to the
Executive Management Team. During the
year, Doug Prince joined us as Chief
Financial Officer and is globalizing and
enhancing our financial team to drive
improved effectiveness.

We have been focused on profirable
growth and delivering superior returns o
shareholders. Success means improving
margins by maximizing efficiency and
productivity while, at the same time,
maintaining a dynamic work environment
and fostering a culture of innovation and
creativity.

Across MDS, our key functions of Human
Resources, Information Technology and
Finance have been benchmarking their
costs relative to our peers. HR has now
achieved a world-class operational cost
base, I'T is well on its way, and Finance has
unveiled an aggressive plan to follow suir.

In the past two years, across MDS,

we have been building our LeanSigma
capabilities, with a view to driving
improved productivity and quality service.
Each business has undertaken a number
of projects that include major overhauls of
key processes that drive customer
sattsfaction.

MDS Analyrical Technologies has
conselidared manufacruring by reducing
our North American manufacturing
foorprint and aggressively expanding
production in our lower-cost operattons in
Shanghai and Singapore. This migration
has given us leverage in both material
costs and increased labour efficiency.

MDS Nordion urilized LeanSigma
initiatives successfully to optimize
manufacturing of TheraSphere®, a liver
cancer therapy — improving yields wo
expand output while reducing the number
of separate batches required per week.

MDS Pharma Services completed a
LeanSigma project, reducing the required
lead time for btoanalysis method
development by 40% from 10 weeks to
six weeks.

In 2007, our LeanSigma initiarives, in
combination with other productivity
initiatives, drove $7 million in direct and
indirect savings across MDS,

At MDS, all LeanSigma projects are
directly linked to business goals. [n 2008,
MDS Analytical Technologies projects will
apply LeanSigma to integrate Molecular
Devices and Sciex processes and on
closing process gaps to improve customer
service, MDS Nordion is continuing with
cost reduction and reliability initiatives,
particularly in the radiopharmaceutical
business, and concentrating on revenue
generation and increasing the capacity of
R&D resources to build a stronger
platform for growth. MDS Pharma
Services is using LeanSigma to make
improvements in support of their “high-
quality, on-time delivery” brand promise,
and our globa] functions — Finance,

IT and Human Resources — projects
include improving global cash flow,

the implementation of changes to key
business systems, and the harmonization
of HR policies and benefics.

We have been building leadership and
depth throughout the organization and
around the world. Momentum 1s
building, and the world of opportunities
we sec is already materializing.
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Breakthroughs in life sciences make all the

difference in the world - bringing
those struggling with disease, enl|
quality of life and improving the |

of people, everywhere, every dayl

new hope to
nancing the
ves of millions
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Dr. Stephen Lam
Head of Lung Cancer Programs, BC Cancer Agency

Did You Know...
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MDS Nordion has been the title
sponsor for the Ottawa Race
Weekend's 5 & 10K events since
1986. Since 2000, MDS Nordion
employees have raised over

$550,000 for The Ottawa Hospital.

tn 2007, MDS donated over

%2 million to cancer-related
charities and made an additional
commitment of at least $600,000
over the next two years.

In 2007, we awarded the

Dr. William Anderson Memorial
Award, celebrating emplcyee
leadership in global humanitarian
projects, to Louise Shirlow,

who spent her sabbatical in
Thailand, working with abused
and neglected children.

At MDS, we are united behind our core
purpose — to make a distinctive
contribution to the health and well-being
of people — and we strive to live our core
values, on the job and off.

Making a difference on the job

We take grear pride in the fact that what
we achieve in our business operations can
make all the difference in the world in the
battle against discase. Our products and
services enable physicians, researchers

and pharmaceutical companies to
constantly advance trearments, diagnoses
and vital drugs.

Through MDS Pharma Services, we
provide services to the pharmaceutical
industry through every stage of drug
development — helping to bring better and
more effective drugs to market sooner and
more affordably. Through MDS Nordion,
we manufacture more than half of the
world’s medical isoropes — used for
diagnosis, monitoring and treatment of
cancer and ather diseases. And through
MDS Analyrical Technologtes, we
manufacture equipment used by the
pharmaceurical industry to develop safer
and better drugs, faster.

By focusing on globalizarion, innovation, and
operational excellence, we are able to make
a growing contriburion — a contribution
we support through our corporate
philanthropy and citizenship programs.

Making a difference in
battling cancer

To optimize our contribution to health and
well-being, we have focused our corporate
donations and supportive programs in the
battle against cancer as our major cause.
The reasons are very scraightforward -

all our businesses are involved heavily with
this battle, and all stakeholders of MDS

have a personal stake in the quest.

community

Among the highlights of our corporate
philanthropy and employee activities of
2007 is the identification of a global cancer
agency that we could partner with in
pursuit of our common cause — the
International Union Against Cancer
(UICC) — and we have embarked on a
three-year sponsorship of their key
projects. As well, we made two significant
endowments to mark the sale of MDS
Diagnostic Services — to the BC Cancer
Foundation to support an early lung
cancer detection and translational research
program at the BC Cancer Agency, and
BC Childrens Hospital Foundation to
suppott research inte Huntingron disease
at the Centre for Molecular Medicine and
Therapeudics ar the Child & Family
Research Institute.

Furthermore, we provided donations to
numerous charitable organizations where
MDS employees volunteer.

MDS Analytical Technologies sponsored
an employee who climbed two mountains,
raising funds for the Fred Hutchinson
Cancer Research Ceneer in Seactle, and
launched a global “Walk Across MDS
Analytical Technologies” employee event
in support of various cancer charities.

MDS Nordion employees fundraised a
record $65,000 for The Orawa Hospiral’s
cancer rescarch programs through the
MDS Nordion 5 & 10K Run. In addition,
employees continued their support for the
community by volunteering a day of
service to 22 organizatons.

MDS Pharma Services became a major
sponsor of Alex’s Lemonade Stand
Foundation and its site locations will host
lemonade stands in 2008, with proceeds
directed ro pediatric cancer research. And
for the fourth year in a row it was an event
sponsor of the Wellness Community of
Philadelphia, which offers a wide menu

of support services to people with cancer
and cheir families.
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With the world of difference we
have seen at MDS, strong
governance, accountability and
oversight by an experienced and
independent Board of Directors
is more important than eyer.
MDS has been at the foéront in
establishing, maintaining and
strengthening governance
policies, which are detailed in our
information circular and available
online at www.mdsinc.com. |

Following our major update of internal controls and financial reporting in fiscal 2006 to
meet the requirements of the US Sarbanes-Oxley Ace, we further strengthened governance
in 2007 with the introduction of new Majority Voting and other governance practices,
designed to protect all shareholders and provide the highest conducr standards for
directors. As well, we amended our stock option plan, to align the interest of all

shareholders with those of management.

We are confident that we have the tools in place to assist the Board in their work.
However, the best policies and controls do not guarantee good governance. The conducr,
engagement and quality of the directors, along with the accountabiliy and oversight of

management are critical.

At MDS, we have a Board of exceptional depth and strength, and our directors provide
thorough oversight and good governance. Our Board continues to be independent of
management, with members reflecting a breadth of management and industry experience
thac is vital to guide MDS in its growth in global markers.

Paul S. Anderson

Maember of tha Corporate Governance
& Nominating Committas

Mamber of the Human Resources
& Compensation Committee

Paul Anderson, 69, of Lansdale, A, has served on the
Board of the Company since 2003. Dr. Anderson isa
Carporite Direcror having retired in 2002 after a 40-year
career in the pharmaceutical industry. From 2001 1o 2003,
D Anderson was Vice-President, 1Drug Discovery at
Bristol-Myers Squibb. Dr. Anderson is also a director of
Albany Maolecular Rescarch, is 2 member of the Chemical
Heritage Foundation and is on the Board of Trustees

of the Gordon Rescarch Conferences.

William D. Anderson
Member of the Audit Committes

Bill Anderson, 58, of Torenro, (N, has served on the Board
of the Company since February 2007. He is a Corporate
Dircctor, having retired in 2005 after serving 14 years with
BCE Inc. From 2001 10 2004, Mr. Anderson was President
of BCE Ventures and from 1997 tu 2000 was Chief Financial
Officer of BCE Inc. Mr. Anderson is also a director of
TransAlia Corporation and Gildan Activewear Inc.

Stephen P. DeFalco

Stephen DeFaleo, 46, of Toronto, ON, is the President and
Chief Executive Officer of MDS Inc. Mr. DeFalco joined
MDS from U.8. Genomics where he was Chairman and
Chief Exccutive Officer. Prior to his role ar U8, Genomics,
he served as President of PerkinElmer Instruments and
Senior Vice-President of PerkinElmer Tne. Me, DeFaleo alsa
hekd senior management positions at United Technologies
and McKinsey & Company.

William A. Etherington

Chair of the Human Resources & Compensation Committes
Mambaer of the Corporate Governance

& Nominating Committes

Bill Etheringron, 66, of Toroato, ON, has served on the
Board of the Company since 2004 Mr. Etherington is
Chairman, Canadian Imperial Bank of Commerce. Priar to
2001, Mr. Etherington was Senior Vice President & Group
Executive, Sales & Discribution, 1BM Corporation and
Chairman, President and CEO, 1BM World Trade
Corporatdion. Mr. Etherington is also a direcror of Celestica
Inc., Onex Corporation and SS&C Technologics, [nc., as
well as a director of St. Michael's Hospitdl and a2 member of
the President’s Council, University of Western Ontario.

Robert W. Luba
Chair of the Audit Committee

Bob Luba, 65, of Toronte, ON, has served on the Board
of the Company since 1996. Mr. Luba is President, Luba
Financial Inc. Prior to 1994 he was President and CEO of
Royal Bank Investment Management Inc.. President of
Crown Life Insurance Company and Senior Vice-Presidees
of John Labate Limited. Mr. Lubu is alse a direcror of
AIM Trimark [nvestements and Sofichoice Corporation.

James S. A. MacDenald

Member of the Audit Committes

Jim Maconald, 62, of ‘Turonte, ON, was appointed to the
Board in July 2005. Mr. MacDenald is Chairman and
Managiny Partner of Enterprise Capital Management Inc,
Prior to 1997, Mr. MacDonald was Depury Chairman of
Scotia McLeod Inc., having joined a predecessor to that
company in 1969, He is a director of Manitoba Telecem Ine.
and Superior Plus Inc.

John T. Mayberry

Chairman

John Mayberry, 63, of Burlingron, ON, has served on the
Buard uf the Company since 2004, Mr, Mayberry is a
Corporate Direcror. From 2002 o 2003, Mr. Mayherry was
Chair of the Board and CEQ of Dofasco Inc., and from 1993
10 2003 he was President and Chief Executive Officer of
Dofasco Ine, Mr. Mayberry is also a direcror of Scotiabank.

Richard H. McCoy

Membar of the Audit Committes

Member of the Corporate Governance

& Nominating Committes

Dick McCoy, 65, of Toronte, ON, has served on the Board
since January 2006. Mr. McCoy is & Corporate Direcror.
He has been in the investment banking business fur over
35 years. Prior o retiring in 2003, he was Vice-Chairman,
Investment Banking at T1 Securities Inc. Prior ro joining
TD Securities in May of 1997, Mr. McCoy was Depury
Chairman of CIBC Wood Gundy Securities, Mr, McCoy
also serves as a director of ACE Aviation Holdings Inc.,
Rothmans Inc., Uranium Participation Corporation,
Gerdau Ameristeel Corp., Aberdeen Asia-Pacific Income
Investment Company Limited, Jazz Air Income Fund and
Pizza Pizza Royalty lncome Fund.

governance

Mary A. Mogford

Chair of the Corporate Governance

& Nominating Committee

Mambaer of the Envi t, Health & Safety Committee
Membaer of the Human Resources

& Compensation Committee

Mary Mogford, 63, of Newcastle, ON, has served on the
Board of the Company since 1998. Ms. Mogford isa
Carporate Direcror and a tormer Depucy Minister of Finance
and Deputy Minister of Nawral Resources for the Province
of Ontario. Ms. Mogford is also a director of the Porash
Carporarion of Szskatchewan, the [nstitute of Corporate
irectors (ICDD) and the SickKids Foundation Board.

Ms. Mogford was made a Fellow of the Institute of Corporare
Directors in 2002 in recognition of her contribution o
corporate governance in Canada and in 2004 she was

one of the first directors accredited w0 the ICD/Rotman

School of Management Direerors Education Program.

Kathleen M. O'Neill
Member of the Audit Committee
Membesr of the Environment, Health & Safety Committee

Kathleen O'Neill, 54. of Torento, QN, was an Execurive
Vice President with BMO Bank of Montreal unril January
2005. Prior ta joining BMO Bank of Monureal in 1994,
Ms, O'Neill was  partaer at PricewarethouseCoapers.
Ms. O'Neill is a Fellow of che Institute of Charrered
Accountants of Ontarier. She is a direcror of TSX Group
Inc., Finning International Inc. and Canadian Tire Bank.
Ms. O'Neill is Chair of $t. Joseph's Health Centre
Foundation and a past Chair of the Board of St. Joseph's
Healch Centre in Toronto. She is also active on several other
non-profit beards, In 2005, Ms, O'Neill was accredited o
the 1CID/Rotman School of Management [Virectors
Education Program.

Nelson M. Sims

Chair of the Environmant, Health & Safety Committes
Member of the Human Resources

& Compensation Committee

Nelsan Sims, 60, of Key Largo, FL. has served on the Board
of the Company since 2001. Mr. Sims was an Exccutive with
Eli Lilly and Company far 28 years, prior to his retirement
in 2001. His assignments included Presidenc of Eli Lilly
Canada from 1991 o 1999. Mr. Sims was President and
CEO of Novavax, Inc. from 2003 to 2005 and he has secved
as a Corporate Director and Consultant for several biotech
companies. He currently serves on the board of Aastrom
Biosciences, [nc.
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Management

Board of Directors
Paul 5. Andersen®®
William D. Anderson*
Stephen F. DeFalco
William A. Etherington®"
Robert W. Luba*

James S, A, MacDonald*
John T. Mayberry™
Richard H. McCoy*©
Mary A. Mogford®&"
Kathleen M. O'Neill*
Nelson M. Sims&H

A Audit Committee

¢ Corporate Governance & Nominating Committee
E Environmant, Health & Safety Committee

" Human Resources & Compensation Committee

Executive Management Team

Stephen P. DeFalco

President ang Chief Executive Officer

Andrew W. Boorn

President, MDS Analytical Technologies

Thomas E. Gernon

Executive Vice-President, Information Technology,
and Chief (nformation Cfficer

Kenneth L. Horton

Executive Vice-President, Corporate Development,
and General Counsel

Sharon M. Mathers

Senior Vice-President, Investor Relations and
External Communications

Douglas S. Prince

Executive Vice-President, Finance, and

Chief Financial Officer

James M. Reid

Executive Vice-President, Global Human Resources
David Spaight

President, MDS Pharma Services

Steven M. West

Presiclent, MDS Nordion

Mailing Address

2700 Matheson Bivd. East

Suite 300, West Tower

Mississauga, Ontario, Canada L4W 4v9
Telephone: 416-675-7661

Fax: 416-675-0688

Woebsite Address

www.madsinc.com

Transfer Agent and Registrar

CIBC Mellon Trust Company
Toronto, Ontario, Canada
Telephone: 1-800-387-0825
Answer Line: 416-643-5500
Email: inquirtes@cibcmellon.com

Auditors
Ernst & Young LLP

MDS Stock Split History

1980 - September 17 2:1
1983 - July 13 21
1990 - March 10 21
1996 — November 15 2:1
2000 - September 26* 21

* stock dividend - same as stock split

Investor Information

Contact; Sharon Mathers,

Senior Vice-President, Investor Relations and
External Communications

Telephone: 416-213-4721

Fax: 416-675-0488

Email: sharon.mathers@mdsinc.com

Legal Counsel
Fasken Martineau DuMoulin LLP

Stock Listing

MDS shates are listed on the TSX: MDS end
NYSE: MDZ

MDS is part of the S&P/TSX 60 Index and the
S&P/TSX [Capped Health Care Index

MDS A]Lual Shareholders’ Meeting
|

Shareholders are invited to attend the
Companyjs Annual Meeting at 4:00 p.m.,
Thursday,March 6, 2008 at:

Design Exchange
234 Bay Street
Torpnta, Ontario, Canada

Annual and Interim Reports

Current stock prices, financial reports,

recent pregs releases and annual reports are
accessiblejon the MDS website at
www.mds|nc.com or at MDS Shareholder
Communigation Service at 1-888-MDS-7222.

Trademarks

The following are registered tracdlemarks of
MDS Inc. of its subsidiaries:

MO
ThertSphere’
AgubMax®
MetaMorph®
Cliqid™
FlashQuant™
Glucptrace®

MDS Analytical Technologies markets its
Sciex instrumnents under the brand names
*Applied Bibsystems | MDS Sciex” and
"PerkinElmd: Sciex” through its joint venture
partners, Agplied Biosystemns, a business

of Applera Qorporation, and PerkinElmer,
respectively,

We are always looking for ways to improve,
and will makp changes to each year's Annua
Report based on feedback from our readers
Please feel free 1o comment by sending an
email to InvgstorRelations@mdsinc.com. :

cimapmees 3,

PN
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MANAGEMENT’S DISCUSSION AND ANALYSIS

January 22, 2008

Following is management’s discussion and analysis (MD&A) of the results of operations for MDS Inc. (MDS or the
Company) for the year ended October 31, 2007 and its financial position as at October 31, 2007. This MD&A shouild
be read in conjunction with the audited consolidated financial scatements and notes that follow. For additional
information and details, readers are also referred to the unaudited quarterly financial statements and quarterly MD&A
for 2007, the Company’s Annual Information Form for 2007 (AIF), and the Company’s Form 40-F, each of which 1s
published separately and is available at www.mdsinc.com, at www.sedar.com, and at www.sec.gov.

Our MD&A is intended to enable readers to gain an understanding of MIDS’s current results and financial position. To
do so, we provide information and analysis comparing the results of operations and financial position for the current
year to those of the preceding two fiscal years. We also provide analysis and commentary that we believe is required to
assess the Company’s future prospects. Accordingly, certain sections of this report cuntain forward-looking statements
that are based on current plans and expectations. These forward-looking statements are affected by risks and
uncertainties that are discussed in this document, as well as in the AIF, and that could have a material impact on furare
prospects. Readers are caudoned that actual events and results will vary.

Caution regarding forward-looking statements

From time to time, we make written or oral forward-looking statements within the meaning of certain securities laws,
including the “safe harbour” provisions of the Securities Act (Ontario) and the United States Private Securities Litgation
Reform Act of 1995, This document contains such statements, and we may make such statements in other filings with
Canadian regulators or the United Srates Securities and Exchange Commission (SEEC), in reports to shareholders or in
other communications, including public presentations. These forward-looking statements include, among others,
statements with respect to our objectives for 2008, our medium-term goals, and strategies to achieve those objectives
and goals, as well as statements with respect to our beliefs, plans, objectives, expectations, anticipations, estimates and
intentions. The words “may”, “could”, “should”, “would”, “suspect”, “outlook”, “believe”, “‘plan”, “anticipate”,
“estimate”, “expect”, “intend”, “forecast”, “objective”, “optimistic”, and words and expressions of similar import are
intended to identify forward-looking statements.

By their very nature, forward-looking statements involve inherent risks and uncertainties, both general and specific,
which give rise to the possibility that predictions, forecasts, projections and other forward-looking statements will not be
achieved, We caution readers not to place undue reliance on these statements as a number of important factors could
cause our actual results to differ materially from the beliefs, plans, objectives, expectations, anticipations, estimates and
intentions expressed in such forward-looking seatements. These factors include, but are not limited to: management of
operational risks; the strength of the Canadian and United States’ economies and the economies of other countries in
which we conduct business; our ability to secure a reliable supply of raw materials, particularly cobalt and critical medical
isotopes; the impact of the movement of the US dollar relative to other currencies, particularly the Canadian dollar and
the euro; changes in interest rate policies of the Bank of Canada and the Board of Governors of the Federal Reserve
System in the United States; the effects of competition in the markets in which we operate; the tming and technological
advancement of new products introduced by us or by our competitors; the impact of changes in laws, trade policies and
regulations, and enforcement thereof; judicial judgments and legal proceedings; our ability to successfully realign our
organizadon, resources and processes; our ability to complete strategic acquisitions and joint ventures and to integrace
our acquisitions and joint ventures successfully; new accounting policies and guidelines that impact the methods we use
to report our financtal condition; uncertainties associated with ctitical accounting assumptions and estimares; the
possible impact on our businesses from natural disasters, public health emergencies, international conflicts and other
developments including those relating to terrorism; and our success in anticipating and managing the foregoing risks.

We caution that the foregoing list of important factors that may affect future results is not exhaustive. When relying on
our forward-looking statements to make decisions with respect to the Company, investors and others should carefully
consider the foregoing factors and other uncertainties and potendal events, We do not undertake to update any
forward-looking statemnent, whether written or oral, that may be made from time to time by us or on our ehalf.

Use of non-GAAP measures

In addition to measures based on generally accepted accounting principles (GAAP) in this MDé&A, we use terms such as
adjusted operating income; adjusted earnings before interest, taxes, depreciation and amortization (EBITDA); adjusted
EBITDA margin; adjusted EPS; operaning working capital; net revenue; and backlog. These terms are not defined by
GAAP and our use of such terms or measurement of such items may vary from that of other companies. In addition,
measurement of groweh is not defined by GAAP and our use of these terms or measurement of these items may vary
from that of other companies. Where relevant, and particularly for earnings-based measures, we provide tables in this
document that reconcile the non-GAAP measures used to amounts reported on the face of the consolidated financial
statements. Our executive management team assesses the performance of our businesses based on a review of results
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comprising GAAP measures and these non-GAAP measures. We also report on our performance to the Company’s
Board of Directors based on these GAAP and non-GAAP measures. 1n addidon, adjusted EBITDA and operating
working capital are the primary metrics for our annual incentive compensation plan for senior management. We provide
this non-GAAP detail so that readers have a better understanding of the significant events and transactions that have
had an impact on our results, and can view our resulis through the eyes of management,

Substantially all of the products of the Sciex division of MDS Analytical Technologies are sold through two joint
ventures. Under the terms of these joint ventures, we are entitled to a 50% share of the net earnings of the worldwide
business that we conduct with our partners in these joint ventures, These earnings include a share of the profits
generated by our partners that are paid to the joint ventures as profit sharing,

Under US GAAP, we report only our direct revenues from sales to the joint ventures. We also report our share of the
profits of the joint venmres as equity earnings. We do not report our share of all end-user revenues, despite the fact that
these revenues contribute substantally to our profitability, In order to provide readers with a better understanding of the
drivers of profitability for the Sciex products of MDS Analytical Technologies, we report growth in ¢nd-user revenues as
reported by our joint venture partners. This figure provides management and readers with additonal infermadon on the
performance of our global business, including trends in customer demand and our performance relative to the overall
market.

MDS Pharma Services measures and tracks contracr backlog. Contracr backlog is a non-GAAP measure that we define
to include the amount of conteact value associated with confirmed contracts that has not yet been recognized as net
tevenue. A confirmed contract is one for which the Company has received customer commitment in a manner that is
customary for the type of contract involved. For large, long-term contracts, customer commitment is generally
evidenced by the receipr of a signed contract or confirmation awarding the work to MIDS. For smaller and short-term
contracts, customer commitment may be documented in other ways, including email messages and oral confirmations.
Only contracts for which such commitments have been received are included in backlog and the amount of backlog for
these contracts is measured based on the net revenue that is expected to be earned by MDS under the contract terms. A
contract is temoved from backlog if the Company receives fiodce from the customer that the contract has been
cancelled, indefinirely delayed, or reassigned to another service provider.

Amounts are in millions of United States (US) dollars, except per share amounts and where otherwise noted.

Adoption of US GAAP

Historically MDS prepared its consolidated financial scatements in accordance with Canadian GAAP and provided a
reconciliaton to US GAAP. We have now adopted US GAAP effective with the reporting of our fiscal 2007 annual
results as our primary reporting standard for our consolidated financial statements. We have adopred US GAAP to
improve the comparability of our financial information with that of our competitors, the majority of whom are US-based
multinatonal companies. The consolidated financial statements, including the related notes, and this MD&A have
therefore been prepared based on US GAAP. All figures for prior years contained in these documents have been revised
to reflect the adopton of US GAAP as our reporting standard. All financial statements and MD&A previously filed by
the Company, including those filed for intedm reporring purposes during 2007, were prepared under Canadian GAAP,

The adoption of US GAAP has the following significant impacts on the financial reports of MDS, the impact of which
vary, year (o year

= Under Canadian GAAP, investments in joint ventures are accounted for using the proportionate consolidation
method. The Company’s proportionate share of the joint ventures in which it has an interest are added to the
statements of financial posidon, operations, shareholders” equity, and cash flows on a line-by-line basis, and the
Company’s share of revenues, cost of sales, research and development (R&D) expenses and selling, general, and
administration (SG&A) expenses associated with transactions with the joint venture are eliminated.

US GAAP does not permit proportionate consolidation, and entides thar are subject to joint ownership and control
are considered to be significantly influenced and are accounted for by the equity method. Under US GAAP, the
Company records its share of the netincome of the joint venture on a single line of is congolidated statement of
operations labeled “equiry carnings” that is shown below income from operations.

This change does not have an impacr on net income; however, as a result of adopting US GAAP, the segment
income statement for MDS Analytical Technologies reports lower revenues, lower expenses, limited income from
operations, and substantial equity carnings.

MIDS 2007 Anoual Report
2




MANAGEMENT’S DISCUSSION AND ANALYSIS

Under Canadian GAAP, the Company s required to defer and amortize R&D expenditures, provided certain
criteria are met. MDS Analytical Technologies conducts 2 significant portion of the Company’s R&D activities that
qualify for capitalizadon under Canadian GAAP.

Under US GAAP, all annual R&D expenditures are expensed as incurred. The impact of adopting US GAAP has
been to reduce operating income and net income by an amount equal to the difference between the amount of
R&D spending capitalized in a year and the amount of amortization recorded in a year related to R&D capitalized in
prior years.

Under Canadian GAAP, the Company records all R&D investment tax credits (I'TCs) as a reduction in the
expenditure to which the I'TCs relate. MDS conducts a significant amount of R&D on its own behalf and on behalf
of others thar qualifies for ITCs. The I'TCs related to R&D conducted on behalf of others were reported as a
reduction in the costs of revenues in our previously filed financial reports and the ITCs associated with R&[D
conducted on our own behalf were reported as a reduction in R&D expenses.

Under US GAAP, the Company wilk record non-refundable ITCs as a reduction in the cutrent income tax expense
in the year in which the credits ace earned. Although this change does not impact net income, R&D and direct cost
of services expenses have increased and income tax expense has decreased compared to the amounts that would be
reported under Canadian GAAP, Refundable ITCs continue 10 be teported as a reduction in the related
expenditures.

Tn addition to 1TCs related to R&D, the Company earned ITCs on the MAPLE project in prior years. These ITCs
were recorded as a reduction in the carrying value of the MAPLE project in those prior years, and, accordingly,
reduced the amount of the loss reported on the disposal of our interest in the facility in 2006. Under US GAAP,
these ITCs were also reported as a reduction in income tax expense and therefore the amount of the loss reported
for the disposal of MAPLE has been increased, with a corresponding decrease in the income tax expense for the
year.

Under Statement of Financial Accounting Standard (SFAS) 133 — “Accounting for derivative instruments and
hedging activities”, certain contractual terms are considered to behave in a similar fashion to a derivative contract
and parties to the contracts are therefore required to separate the accounting for these embedded denvatives from
the accounting for the host contract. Once separated, these embedded derivatives are subject to the general
derivative accounting guidelines oudined in SFAS 133, particularly the requirement to mark these derivatives to
market. For MDS, these terms typically relate to the currency in which the contract is denominated. Canadian
GAAP is largely aligned with SFAS 133 for most embedded derivatives; however, Canadian GAAP provides
exemptions for contracts that are written in a currency that is not a functional currency of one of the contract
parties but which is a currency in common usage in the economic environment of one of the contracting parties.
The Company elected to use this exemption available under Canadian GAAP in accounting for certain cobale
supply contracts entered into with a supplier located in Russia. The affected contracts are denominated in US
dollars.

We have changed the presentation of our revenues and cost of revenues to present product revenues and costs
separately from those for services. The majority of revenues earned by MDS Nordion and MDS Analytical
Technologies are product revenues. Service revenues reported for these segments relate primarily to service,
installation, and consulting services that are sold to customers on a stand-alone basis. All revenues reported for the
MDS Pharma Services segment are from the sale of contract research and related services.

We have adopted SFAS 158 — “Employers’ accounting for defined benefit plans and other post-retirement
benefits”. This new standard requires that companies reflect the funded status of post-retirement obligadons as an
asset or liability and record the portion of this asset or liability that has not yet been recognized in income as a
component of accumulated other comprehensive income. MDS sponsors one significant defined benefit pension
plan and a number of other, smaller, pension and post-retitement benefit plans. As a result of adopting SFAS 158,
we recorded a $16 million increase in net pension assets associated with these plans (see note 21 — Employee
Benefits).

Under US GAAP, we are required to account for certain equity-based incentive compensation plans under the
liability method using a fair value model to determine the amount of the liability at each period end. Under
Canadian GAAP, these plans are accounted for under the liability method using intrinsic value to measure the
liability at each period end.
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The impacts of the differences between US and Canadian GAAP are described in a reconciliation to Canadian GAAP
that has been provided in note 27 to the consolidated financial statements, A summary of these impacts appears below:

2007 2006 2005
Total revenues — US GAADP $ 1,210 § 1,060 § 982
Total revenues — Canadian GAAP $ 1,253 § 1,107 § 1,045
Operatng income {loss) - US GAAP $ (108) $ (360 § (76}
Operating income (loss) — Canadian GAAP $ {39 &% 48 5 16
Income {loss) from continuing operations — US GAAP $ (33 3 22 3 (29)
Income (loss) from continuing operations ~ Canadian GAAP $ 34) 3 29 8 1
Basic EPS - continuing operations — US GAAP $ 0.25) 3§ 015 3 0.21)
Basic EPS - continuing operations — Canadian GAAP $ 0.26) S 021 § -

In addidon to changes that relate to the adoption of US GAAP, the Company changed its presentation of certain
revenues that arise from the reimbursement of the Company by our customers (reimbursement revenues) for certain
reimbursable out-of-packet expenses that we incur on behalf of these customers during the conduct of clinical trials
(reimbursed expenses). The Company has the right to bill customers for reimbursement of the amounts, but is generally
not entitled to 2 mark-up or other form of profit margin related to these activities. In the financial reports for prior
vears, the reimbursement revenues were offset against the related out-of-pocket costs, and because these amounts offser,
neither a revenue nor an expense item associated with this activity was reported.

In the current presentation, the Company is reporting reimbursement revenues and reimbursed expenses on a gross
basis as separate lines on the consolidated statements of operations. As a result of this change, although both total
revenues and total expenses have increased, there is no impact on operating income reported. This change in
presentaton reflects a reconsideradon of the Company’s reporting of revenues under both Canadian and US GAAP. We
now helieve that the presentation used in prior Canadian GAAP financial statements is not permitted under Canadian
GAMP. While this change does not reflect a Canadian - US GAAP difference, it does reflect a change in the presentation
compared to the previously filed Canadian GAAP financial statements and therefore, comparative amounts reflected in
these annual consolidated financial statements have been revised to reflect this change on both a Canadizn and a US
GAAP basis,

Throughout this report, when we refer to toral revenues we mean revenues including reimbursement revenues. We use
the term mes revenses to mean revenues excluding such amounts. All revenue growth figures and adjusted EBITDA
margin figures are based on net revenues. We use net revenues to measure the growth and profiwability of MIDS and
MDS Pharma Services because the pass-through invoicing of reimbursable out-of-pocker expenses varies from period-
to-period, is not a reliable measure of the underlying performance of the business, and does not have an impact on net
income or cash flows in any significant way. Management assesses and rewards the performance of MDS Pharma
Services and the segment’s senior management team using metrics that are based on ner revenues,

Change in reporting currency 10 US dollars

MIDS has historically measured and presented its consolidated financial statements in Canadian dollars. Effective
November 1, 20006, we adopted the US dollar as our reporting currency as a significant portion of revenues, expenses,
assets and liabilities are denominated in US dollars, the global character of the Company’s operations has increased
dramatically following the divestiture of the diagnostics business, and the majority of the companies with which we
compete report their financial results in US dollars; consequently, we believe that investors will gain a beuer
understanding of our operating results when they are presented in US dollars.

The functional currency of MDS Inc., the parent company and reporting entity, remains the Canadian dollar. When
there is a change in reporting currency, US GAAP requires that financial statements for previous years be presented
using a translation method that retains the company’s functional currency (in this case, the Canadian dollar) as the
currency of measurement. For comparative purposes, we have prepared US-dollar historical financial statements by
translating the previously reported Canadian dollar amounts using the following methods and exchange rates:
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Revenes, expenses, and cash flows — translated into US dollars using the weighted-average exchange rate for the applicable
periods.
Assets and liabilities — translated into US dollars using the exchange rate in effect at the end of the applicable period.

Share capital — Share capital transactions were translated into US dollars using the exchange rate in effect when the
transaction occurred.

Retasned eamings — Net income transactions were translated into US dollars as described above. Other transactions
affecting retained earnings, principally as a result of dividend payments and share repurchases, were translated into us
dollars using the exchange rate in effect when the ransaction occurred.

MDS 2007 Annual Report
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Introduction

MDS is a global life sciences company that provides market-leading products and services that our customers need for
the development of drugs and the diagnosis and treatment of disease. Through our three business segments, we are a
leading global provider of pharmaceurical contrace research services (MIIS Pharma Services), medical isotopes for
molecular imaging and radiotherapeuties (MDS Nordon), and analyneal instruments {MDS Analytical Technologies).
Each of these business segments seils a vatiety of products and/ot services to customers in markets around the world.

Strategic initiatives and discontinued operations

On September 1, 2005, we announced our strategic plan to pursue growth in the global life sciences marker and dispose
of assets that do not contribute to the Company's areas of focus. During fiscal 2006, we completed a number of
transactions in pursuit of this renewed focus, culminating in the announcement on October 5, 2006 of the sale of our
rermaining Canadian diagnostics businesses for gross proceeds of C$1.3 billion, which included amounts ultimately paid
to holders of minority interests in these businesses.

On February 26, 2007, we announced the closing of this transaction. Under the terms of the final agreements, MDS
received net cash proceeds (after expenscs and taxes) of 3929 million cash and a $65 million non-interest bearing
promissory note due in 2009. After paving costs of the transaction, taxes and distribudons to our minority partners in
these businesses, we reported a gain of approximately $0.8 billion in our second quarter.

On February 26, 2007, coinciding with the completion of the sale of the diagnostics businesses, we announced the
launch of a substantial issuer bid to repurchase MDS Common shares. Under the bid, which closed on April 9, 2007, we
repurchased 22.8 million Common shares for $441 million at an average price of C$21.90.

As a result of these transactions, we now treat our former diagnostics segment as a discontinued operaton. All financial
teferences in this document exclude those businesses that we consider to be discontinued, unless otherwise noted. Qur
discontinued businesses include our diagnostics businesses, our interest in Source Medical Corporation, which was sold
in November 2006, and certain non-strategic pharmaceutical research services businesses.

Acquisition of Molecular Devices Corporation

QOur September 2005 announcement reconfirmed our commitment to focus on building our life sciences businesses. On
January 29, 2007, we announced our agreement to acquire Molecular Devices Corporation (MDC), a leading provider of
high-performance measurement tools for high-content screening, cellular analysis, and biochemical testing. Under this
agreement, which closed on March 20, 2007, MDS acquired all Common shares of MDC for $35.50 per share.

This strategic acquisition marked a significant expansion for MDS. By acquiting Sunnyvale, California-based MDC, with
its global sales and service network and leading-edge products, MDS strengthened its leadership position as one of the
top global providers of life sciences solutions. We offer systems that provide high-content screening, and cellular and
biochemical testing for Yeading drog discovery and life sciences laboraories in pharmaceutical, biotechnology, academic,
and government insdwudons. Upon completon of this acquisition, MDC was combined with our exisung Sciex
instruments business to form MDS Analytical Technologies.

The acquisition has been accounted for using the purchage method based on certain preliminary esnmates relating to the
fair value of the assets and liabilides of the acquired company. The total cost of the acquisition was $621 million,
including the cash cost of the tender offer, the cash cost to acquire ourstanding in-the-money options held by MDC
employees, and cash transaction costs. The components of the purchase cost and the preliminary allocation of the costs
are as follows:

Cash paid for tendered shares § 587
Cash paid ro acquire vested options 27
Cash transaction costs 7
Total cost of acquisidon $ 621
Preliminary allocation of cost of acquisition:

Cash acquired g 21
Nert tangible assets acquired 15
Inwangible assets acquired 221
Goodwill 304
To1al ) 621

Additional details are provided in note 4 to the consolidated financial statements
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Consolidated operating highlights and reconciliation of consolidated adjusted EBITDA

2007 2006 2005
Total revenues $ 1,210 51,060 5982
Reimbursement revenues {91) (105) (95)
Net revenues $ 1,119 ) 955 S 887
Income (loss) from continuing operations $ 33 3 22 8 (29
Income taxes (23) (35) (14)
Net intetest expense 2 6 6
Loss (gain) on derivatives 1) - 2
Depreciation and amortization 79 51 47 .
EBITDA 24 44 12 !
Restructuring charges, net 37 ) 51 :
Valuadon provisions 8 6 17
MAPLE seulement - 36 -
Gain on sale of a business/investment “@) (2) -
Provision for FDA-related sertlements 61 - -
Acquisition integration 19 - -
Adjusted EBITDA $ 145 % 77§ 80
Adjusted EBITDA margin 13% 8% 9%

Net revenues for 2007 were $1,119 million, up 17% from $955 million in net revenues in 2006. Net revenues for 2006
were up 8% from the 3887 million reported in fiscal 2005. Net revenues for 2007 included $138 million from the
Molecular Devices division (MD) of MDS Analytical Technologies for the period March 20 to October 31, 2007,
lixcluding revenues resulting from this acquisition, net revenues were up 3% to 3981 million,

Revenue growth was strongest in the Sciex product lines of MDS Analytical Technologies and the Phase I1 to 1V
services offered by MDS Pharma Services. Revenue declined in early-stage MDS Pharma Services, as demand for Phase
[ and bicanalytical services continued to be affected by concerns related o the US Food and Drug Administration
(FDA) audit of our Montreal facilites. Revenues from these services were lower in 2007 compared to 2006, offsetting
good performance from other early-stage services. MDS Nordion revenues were also lower in 2007 compared to a very
strong 2006, as revenues in 2006 were positively impacted by production difficulties experienced by a competitor.

MDS reported a loss from condnuing operations of $33 million, compared to income of $22 million in 2006, largely due
to the proviston for FDA-related customer settlements and provisions for restructuring, which rogether totaled

$98 million. Excluding the impact of adjusting items, as identified in the table above, adjusted EBYTDA was

$145 million compared to $77 million for 2006. Newly acquired MD contributed $33 million of adjusted EBITIIA
during the period since acquisidon. Excluding the impact of MD, adjusted EBITDA was up 45% this year to

§112 million, driven primarily by improved operating results for MDDS Pharma Services and strong results from the Sciex
product lines.

Fiscal 2006 adjusted EBITDA was down 4% compared to 2005, as strong results from MDS Nordion did not offser
weakness in the other businesses. As noted previously, operating results for MDS Nordion in 2006 were driven higher
by production difficultics encountered by a competitor.

The declining US dollar remained a significant factor faced by all of our businesses again this year. While the decline in
the US dollar has a positive impact on reported revenues earned by the Company in currencies other than the US dollar,
costs incurred in those currencies are also higher on a reported basis, resulting in lower operating income. In addition,
the revaluation and rranslation of US-dollar denominated monetary assets owned outside of the US generated a
significant foreign exchange loss in 2007, The foreign exchange loss included in operating income for 2007 was

$16 million, compared to $3 million in 2006 and 31 million in 2005.

The on-going efforts to resolve issues raised by the FDA during a review of our Montreal (Canada} area facilities have
had a significant impact on the comparability of results for MDS and for MDS Pharma Services year-over-year. In
January of 2007, the FDA issued leuers o sponsors of generic drug approval applications (ANDA) requiring them to
take certain steps to demonstrate to the Agency that the applications contain valid study dara. In response to this action
by the FDA, we suspended our self-review and redirected these resources to helping our customers to take steps that
would address the Agency’s requirements. In our second quarter, we reserved 361 million to provide this assistance and
we have reported this provision as an adjusting itern. We have charged the cost incurred on these activities since the end
of January 2007 to this reserve. As a result, adjusted EBITDA for fiscal 2007 reflects only $3 million of costs related to
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the FDA marter, while adjusted EBITDA for fiscal 2006 reflects charges of $28 million, including $8 million recorded in
cost of service revenue. We view the costs that we have incurred in the self-review as a quality assurance cost and
therefore we have not treated costs incurred prior to January 2007 as an adjusting item.

In addition to our work to resolve the FDA matter, we launched a significant profit improvement initiative directed at
raising the profitability of MIDS Pharma Services to a level comparable to that of our peers. This initiative was the
primary driver behind $37 million of restructuring charges we recorded this year. In fiscal 2006, we reported a recovery
of 87 million of restructuring charges that were originally recorded in 2005, This recovery arose as we were able to
negotiate the termination of a global information technology services contract without penalty. Restrucruring charges in
2005 amounted o $51 million, the majority of which related to MDS Pharma Services and to inidatives affecting our
corporate head office and global support services.

Other adjustments recorded to calculate adjusted EBITDA for 2007 included $8 million of valuation provisions,
$4 million of gains from the sale of businesses and investments, and $19 million of integration costs stemming from our
acquisition of MDC. Other adjustments for 2006 incleded $6 million of valuation provisions and a $2 million gain
resulting from the sale of a business. In 2005, we recorded valuation provisions and invesument write-downs totaling

| $17 million. Each of these adjustments is described in more detail later in this document.

1n 2006, we reached an agreement that resulted in a comprehensive change in our relationship with Atomic Energy of

I Canada Limired (AECL) pertaining to the MAPLE reactor project. The details of the settlement are described in the
MDS Nordion section, below. As a result of this settlement, we recorded a $36 million non-cash loss that has been

reflected as an adjusting item. Previously, we reported this settlernent under Canadian GAAP as a loss of $9 milkion. The

amount of the loss reported for Canadian GAAP purposes was net of accumulated I'TCs of $27 million, For US GAAP

purposes, these I'TCs are reflected as a reduction in income tax expense for the year and the loss on the transaction has

therefore increased by the same amount.

Consolidated operating income

% of net % of net % of net
2007 revenues 2000 revenues 2005 revenues
Product revenues $ 564 § 50% 3 438 4% 5§ 396 45%
Service revenues 555 50% 517 54% 491 55%
Nert revenues 1,19 100% 055 100% 887 100%
Reimbursement revenues 91 105 95
Total revenues 1,210 1,060 982
Direct cost of products (360) (32%}) (296} (31%) (269) {30%)
Direct cost of services (338) (30%) (362) (38%) (321) {36%)
Reimbursed expenses (91) {105) (95)
Selling, general and
administradon {265) (24%) (220) (23%) (210) (24%)
Research and
development (68) (6%) (53 (6%) (B {6%)
Depteciation and
amortization (79) (7%) 1) (5%) (47) (5%)
Restructuring charges (37) {4%) 7 1% (o1 (6%0)
Other expenses (80) (7%) (36) (4%) (14) (2%)
Operating loss $ (108) S (10%) 3  (56) 6%) § (70 {9%0)
Margins:
Gross margin on
products 36% 32% 32%
Gross margin on services 39% 30% 35%
Capital expenditures $ 71 3 51 § 102
MDS 2007 Annual Repost
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Selling, general, and administration (SG&A) expenses for the year was 24% of net revenues or $265 million, up from
$220 million in 2006, 23% of net revenues, The increase is primarily attributable to the addition of MD, which incurred
$41 million of SG&A since the acquisition date earlier this year, and to the impact of foreign exchange for reporting
purposes. Fiscal 2006 SG&A expenses included $20 million associated with the self-review of our Montreal bicanalytical
operations compared to $4 million this year, and $13 million related to our first year Sarbanes/Oxley (SOx} compliance
program compared to $2 million this year. SG&A expenses in 2005 toraled $210 million or 24% of net revenues. In late
2005, we took steps to reduce spending on SG&A, including a significant headcount reduction in corporate and central
support services. Combined SOx and FDA audit spending in 2005 amounted to $10 million.

MIDS Analytical Technologies is responsible for the majority of R&D costs we incur. R&D increased from $53 million
in 2006 to $68 million in 2007 due primarily to the acquisition of MD during the year.

Depreciation and amortization expense amounted to $79 million, a $28 million increase from 2006. The increase
includes 320 million resulting from the acquisition of Molecular Devices. Also, equity carnings reported for the joint
ventures are net of $6 million of depreciation and amertization expense recorded by those entites {2006 — $5 million;

2005 — $3million).

The primary item included in other expenses of $80 million for 2007 is the provision of $61 million for FDA-related
customer settlements, Fiscal 2006 other expenses included the $36 million loss resulting from the MAPLE settlement,
while the $14 million of other expenses in 2005 reflects valuation provisions against long-term investments and
intangible assets,

Earnings per share
Adjusied earnings per share (JEPS) for the year were as follows:

2007 2006 2005
Basic earnings per share from continuing operations — as
reported $ (0.25) 3 015 § {0.21)
Adjusted for:
Restructuring charges, net 0.19 (0.04} 0.25
FDA-related customer settlements 0.31 - -
Valuation provisions 0.06 0.05 0.11
Mark-to-market on interest rate swaps (0.01) - 0.1
MAPLE seulement (0.03) 0.04 -
Gain on sale of business and long-term investments (0.02) - -
Acquisition integration 0.09 - -
"Tax rate changes - (0.03) -
Adjusted EPS $ 034 3 017 § 0.16

Adjustments made to determine adjusted EPS include all items used to derive adjusted EBITDA. The adjustments also
reflect the after-tax impact of the MAPLE arbitration settlement, including $6 million of incremental I'TCs realized in
fiscal 2007. In 2006, we revalued certain deferred tax balances based on an enacted Canadian federal rate reduction and
a Quebec tax rate increase. The impact of this revaluation was 2 $4 million reduction in net deferred rax liabilities, and
the EPS impact of this was recorded as an adjustment. In addition, the EPS impact of amortization expense associated
with MD acquired intangible assets amounted to 30.07 which has not been treated as an adjusting item.
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MDS Pharma Services
Financial Highlights
% of net %e of net % of net
2007 revenues 20006 revenues 2005 revenues
Early-stage $ 254 53% S 267 58% §276 64%
Late-stage 223 47% 191 42% 158 36%
Net revenues 477 100% 458 100% 434 100%
Reimbursement revenues Nn 105 95
Total revenues 568 563 529
Cost of revenues (332) (70%) (359 (79%) (319) (74%)
Reimbursed expenses 91) (105) {95)
Selling, general and
administration (130) (27%) (125) {27%) (116) (27%)
Research and development - - - - (2) -
Depreciation and amortzation (35) (7%) (30 {6%0) (26) (6%}
Restructuring charges (28) (6%) - - 20 (5%)
Other income (expense} ) (16%) 2 - {15 (3%
Operating income (loss) {122) {26%) (54 (1250} {64) {15%)
Adjustments:
Provision for FDA-related
settlernents 61 13% - - - -
Restrucruring charges 28 6% - - 20 5%
Loss (gain) on sale of a business 4 1% (2) - -
Valuadon provision - - - - 12 3%
29 (6%) (56) (12%) 32) 7%)
Depreciation and amortization 35 7% 30 6% 26 6%
Adjusted EBITDA 56 1% 3 26) {6%0) 56) (1)
Margins:
Gross margin 0% 22% 26%
Adjusted EBITDA 1% (6%) (1%)
Capital expenditures $ 48 3 37 § 24

Net revenues for MDS Pharma Services grew by 4% in 2007, although 17% growth in late-stage services was partially
offset by continuing weakness from carly-stage services. The growth in late-stage services, which includes Phase 11 o IV
clinical trials services and global central laborarory services, reflects continuing global trends in this marketplace,
improved operatng discipline and the conversion of some of the backlog growth of recent years into revenues, All of
these factors have continued to drive our late-stage revenues since 2005, and the strong growth in 2007 is a continuation
of the 21% growth experienced in 20006,

Revenues from early-stage services continue to be affected by the bioanalytical review involving our Montreal-area
facilities. The 5% revenue decrease this year follows a 3% decrease for 2006 compared to 2005. Both bioanalytical
testing services and Montreal-area Phase 1 clinic revenues have dropped for reasons that we auribute to this review.

Monthly average backlog was 3385 million for the fourth quarter of fiscal 2007, down $45 million or 10% from the end
of last year and $65 million from a peak of $450 million in the second quarter of 2007. The decrease in backlog is largely
attributable to a higher than nommal tevel of contraci cancellations relating to compound failures and customer mergers
affecting our Phase 11 to IV business. A majority of the revenues earned by the MIDS Pharma Services’ business result
from contracts which typically ran several months for carly-stage clinical trials and as much as several years for Phase
IT1/1V clinical trials. Terms of most contracts entered into by MDS Pharma Services entitle clients to cancellation rights
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that may be exercised by the client in the event of regulatory delay, if unexpected results are encountered at any stage of
the development program or if a client makes decisions affecting the on-going development of 2 compound. Combined
with the improved conversion of contract backlog, these cancellations contributed to the overall decrease in average
monthiy pharmaceutical research backlog,

Average monthly backlog

Fiscal 2005 — Quarter 1 $ 315
Quarter 2 305
Quarter 3 315
Quarter 4 340
Fiscal 2006 ~ Quarter 1 370
Quarter 2 400
Quarter 3 400
Quarter 4 430
Fiscal 2007 — Quarter 1 450
Quarter 2 450
Quarter 3 420
Quarter 4 385

MDS$ Pharma Services reported an operating loss for the third year in 2007, due in large part to provisions recorded in
the second quatter to cover the expected cost of settlements with customers and profit improvement initiatives for the
business. These activities resulted in provisions totaling $89 million and we treated them as adjusting items in the
determination of adjusted EBITDA for the segment this year.

Adjusted EBITDA for the business improved to income of $6 million compared to losses of $26 million last year and

$6 million for 2005. Fiscal 2006 adjusted EBITDA is net of $24 million of costs incurred by the division related to a self-
review of bicanalytical laboratory study methods insticuted late in 2005 in response to an FDA site audit. Fiscal 2007
adjusted EBITDA is net of $4 million of such costs, and all FDA-related costs since January 2007 have been charged to
a reserve established in the second quarter of 2007 for this purpose.

SG&A expenses for the segment were $130 million compared to $125 million in 2006 and $116 million in 2005. The
SG&A figure for 2006 also includes $16 million of FDA review costs compated to $4 million for 2007. Foreign
currency losses associated with asser revaluation amounted to $9 million in 2007 compared to $2 million in 2006 and
$3 million in 2003, The majotity of these losses arise due to the drop in the US dollar. Depreciation and amortization,
which has been rising as we have expanded facilities in Lyon, Lincoln, and New Jersey, was $35 million compared to
%30 million in 2006 and $26 million in 2005.

Othet expense for 2007 includes a provision of $61 million primarily for customer reimbursements related to costs that
they are expected to incur to comply with FDA requirements for the re-validation of certain study data originating from
studies conducted at out two Montreal-area facilities. We also recorded a loss of $4 million during the year as a result of
the sale of our Hambutg, Germany Phase I clinic and foreign exchange losses of $9 million. Other income in 2006
included a $2 million gain from the sale of an agronomics business and a $2 million insurance settlement for costs
related to Hurricane Katrina, which severely damaged our New Orleans Phase [ facility in September 2005, This facility
was closed during 2007. Other expense in 2005 reflects the write-off of a long-term loan receivable and the write-off of
a five-year licensing fee for technology that we later abandoned. With the exception of the insurance proceeds, these
items have been treated as adjusting items in the respective years.

During 2007, we took a number of steps that we expect will help return MDS Pharma Services to a level of profitability
that is comparable to our peers in this industry. These actions resulied in restructuring charges totaling $28 million, the
majority of which were recorded in the first half of the year. During the second half, we accelerated the implementation
of the restructuring plan; however, the impact of these initiatives on fiscal 2007 adjusted operating results was limited
due to the implementation timing, Actions announced or taken during the year included:

*  The closure of the New Otleans site in the first quarter when both customers and participant populations failed to
return to the region.

= The sale of an unprofitable Phase I clinic location in Hamburg, Germany, and of a regionally based Phase 11 to IV
business in Spain.
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" A global workforce reducton of approximately 500 that was 80% implemented by year-end.

" Consolidation of certain bioanalytical services in Zurich, Switzerland, and Lincoln, Nebraska, resulting in the
closure of a laboratory in Sittingbourne, UK, and a facility reduction in Montreal, Canada.

*  Consolidaton of certain other discovery/preclinical services in Bothell, Washington.

*  Consolidation of European central laboratory operations in Baillet, France, and a reduction in the
size of our Hamburg central laboratory operations.

These 2007 acdons continue initatives begun in 2005, when we recorded a provision of $20 million. We treated these
restructuring charges as adjusting items in the respective years.

Final steps in the 2007 restructuring plan for MDS Phartna Services are expected to be completed in the first half of
2008, including the remaining 20% of the workforce reduction.

Capiral expenditures for the segment totaled $48 million in 2007 and were focused on our 300-bed expansion in
Phoenix, Arizona; expanding our central laboratory facility in Bejjing, China; and customer-facing informanon
technology initiatives. Spending of $37 million in 2006 was focused on increasing capacity in Lincoln and Lyon and
establishing our new central laboratoty in the US. Capital expenditures were $24 million in 2005.

Regulatory review of Montreal bioanalytical operations
During 2007 we continued our efforts to address FDA issues related to our bioanalytical operations in our Montreal,
Canada, facilities.

In January 2007, the FDA issued statements that outlined steps that customers of our Montreal bicanalytical facilicy
would be required to take to resolve any outstanding issues. The FDA directed the sponsors of approved and pending
generic drug submissions containing study data produced in these facilities during the period between January 2000 and
December 2004 to take one of three actions to address FDA concerns about the accuracy and validity of these
bioanalytical studies: 1) repeat their bioanalytical studies; 2) re-analyze their original study samples at a different
bioanalyticat facility or 3) independendy audit the original study results. In addition, the FDA wrote to sponsors of
innovator submissions and requested that they advise the FDA of any submissions containing data from those facilities
during the affected period.

In their letter to generic sponsors, the FDA imposed a six-month time limit to complete the generic work. This time has
since passed, and we believe we have substantially completed all related generic site audits. We continue to receive a
limited number of study audit requests from innovator customers, and expect that we may continue to receive these
requests in low aumbers in the coming months.

During 2007, we also responded to questions from European regulators about the nature of the work that was done for
the FDA. Although we are not able to assess the potential impact of possible foreign regulatory actons, if any, at this
time, we ate satisfied with the progression of these discussions.

During the second quarter, we approved and recorded a $61 million provision for a reimbursement policy for clients
who have incurred or will incur third-party audit costs or study re-run costs to complete the work required by the FDA
and other regulators. We have since utilized $11 million of this reserve for such costs, an amount that was partially offset
by a §5 million foreign currency translation adjustment on the UUS-dollar denominated components of the cost estimate.

At October 31, 2007, we were awaiting reimbursement requests for the majority of the generic and innovator study
audits that were completed in our facility. Based on information currently available, we believe that the remaining
reserve of $55 million will be sufficient to cover any agreements reached with clients for study audits, study re-runs, and
other related costs.

Full and complete resolution of the bicanalytical regulatory issues has been a key area of focus for MDS Pharma Services
and MDS. We remain committed to working cooperatively with the FDA, other regulators, and our customers to
address any regulatory concerns and to support our customers with further follow-up. The remaining reserve reflects
our cutrent best estimate of the costs we expect to incur with respect to this work and for obligations we have to clients.
There can be no assurance at this time that the full balance of this reserve will be required, or that costs will not exceed
the amounts we have currently estimated.
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MDS Nordion
Financial Highlights
% of net % of net % of net
2007 revenues 2006 revenues 2005 revenues
Product revenues $ 284 98% §290 98% § 243 98%
Service revenues 6 2% 5 2% 4 2%
Net revenues 290 100% 295 100% 247 100%
Cost of product revenues (147) {51%) (147) (50%) (132) (54%0)
Cost of service revenues 3) (1%) 3 (1%0) (2 (1%0)
Selling, general and administration (54) (19%) (&2))] {(17%) 48) (19%)
Research and development 4 (1%) (5 (2%) {6) (2%)
Depreciaton and amortization (13) (4%) (15) (5%) (13} (5%)
Restructuring charges - - 2 1% (3 {1%0)
Other income {expense) 3 1% (30) {12%) 1 -
Operating income 72 25% 40 14% 44 18%
Adjustments:
MAPLE secdement - - 36 12% - -
Gain on sale of a business ) - - - - -
Restructuring charges, net - - &) {1%0) 3 1%
71 25% 74 25% 47 19%
Depreciation and amortizaton 13 4% 15 % 13 5%
Adjusted EBITDA $ 84 29% $ 89 30% $60 24%
Margins:
Gross margin 49% 50% 46%
Adjusted EBITDA margin 29% 0% 24%
Capital expenditures $8 $- § 50

Net revenues from our isotopes business were down marginally in 2007, dropping 2% compared ta the prior year. Net
revenues for 2006 were exceptionally strong as 2 major competitor announced a voluntary recall of technetium
generators, used primarily for cardiac imaging, while they addressed sterility issues at their primary manufacturing facility.
This facility was out of production for most of the first six months of fiscal 2006 and sales volumes for our isotopes
business increased during this time. We estimate that up to $14 million of high-margin revenues were realized in the
first two quarters related to this. Industry supply returned to normal by the end of May 2006. Over the past two years,
the division has been able to effectively mitigate the decline in the value of the US dollar versus the Canadian dollar by
implementing changes to its pricing structure.

In 2004, we concluded a $25 million agreement with Biogen Idec Inc. to buy out certain minimum purchase
commirments related to the supply of yurium-90. The proceeds of this agreement were recorded as deferred revenue
and were recognized in income over the original five-year contract term, which ended in February 2007. Revenues for
bath prior years include approximately $8 million of deferred revenue related to this contract cancellation penalty. As the
deferral period ended in February 2007, revenues for the current year reflect only the remaining $3 million of the
contract.

Revenues remained strong in all product lines this year, excluding the impact of market conditions last year. Of
particular note, sales of TheraSphere® were up significantly as we launched new centres of excellence in Europe for this
cancer treatment option, and we were successful in listing the product on European treatment formularies.

Our supply of cobalt remained strong this year; however, we had fewer production irradiator sales late in 2007 compared
to the prior year. Sterilization revenues for both 2006 and 2007 were much higher than was the case in 2005 due to
improved cobalt supplies. We continue to see healthy demand for cobalt, and we took steps again this year to increase
our supply of cobalt, signing an extension to the 2005 long-term contract with Resenergoatom (the utility operator
responsible for Russia’s nuclear power plants). This 17-year extension represents a commirment of $83 million, and a
30% increase tn MDS Nordion’s cobalt-60 capacity by 2016.

Farly in fiscal 2006, we were pleased 1o report the sexdement of mediation with AECL related to the MAPLE reactor
project. Under this settlement agreement, we exchanged our beneficial interest in the project, along with associated
inventories, for $22 million in cash, a non-interest bearing note due over four years beginning November 1, 2008, and a
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40-year supply agreement containing terms that are similar to those contained in the previous supply agreement with
AECL. We recorded a charge of $36 million in 2006 related to this settlement and we reflected this loss as an adjusting
item for the year. In 2007, we recognized $6 million of ITCs related 1o components of the project that qualify as R&D
for tax purposes, compared to $27 million in 2006, We recorded these crediss as a reduction in income tax expense for
the current year,

AECL. also assumed responsibility for capiral costs associated with completing construction and commissioning the
reactors and processing facility and for future operating costs. MDS has remined certain obligations to assist AIRCL to
defray the costs of any material and unusual regulatory changes, should such a change occur during the life of the
cutrent or future supply agreement. This commitment extends to cover any changes required by international
agreements or treaties related to the procurement of highly enriched uranium in the reactors. We have also retained
certain legal rights in the event that the facilities have not met certain milestones, including regulatory approvals and
operatng rrequirements, by Ocrober 31, 2008.

The Nadonal Research Universal reactor (NRU) will remain our primary source of reactor isotopes, including
molybdenum, while AECL completes the MAPLE facility. In July 2006, AECL announced that the operating licence for
this facility was extended to Qctober 31, 2011, Subsequent to October 31, 2007, the NRU was shut down for routine
maintenance and then ordered to remain in shutdown mode while certain safety equipment was installed. The reactor
was shut down for a period of 4 weeks, resulting in a significant reduction in the available supply of medical isotopes
during that period. We have esimated that adjusted EBITDA for the firse quarter of 2008 will be reduced by
approximately 35 million as a resule.

Adjusted EBITDA was $84 million for 2007 compared to $89 million for 2000. The benefit realized in 20006 from the
supply problem suffered by a competitor and the extra eight months of contract cancellation revenue recorded in 2006
account for the bulk of the difference between the two vears. The balance is auributable to the impact of foreign
currency. Fiscal 2005 adjusted EBITIDA was substandally lower ar $60 million, due primarily to currency and cobalt
supply issues.

SG&A expenses were $54 million compared to $51 million in 2006 and $48 million in 2005, largely due to the impact of
currency tanslation for reporting purposes and pension adjusunents recorded this year. Other income of $3 million
includes a $4 million embedded derivative gain on a cobalt supply contract. Depreciation and amortization was lower at
$13 million compared 1o $15 million n the prior year and level with 2005,

During 2007, MDS Nordion signed a number of new customer agreements, strengthening its position in the molecular
imaging market. These agreements included a collaboration agreement with Avid Radiopharmaceudcals Inc. (Avid) to
support clinical studies for Avid's novel radiopharmaceuticals designed to diagnose and monitor Alzheimer's disease.
These trials will use advanced molecular imaging known as single photon emission computed tomography (SPECT).
Under the terns of the agreement, MDS Nordion will radiolabel Avid's proprietary compounds for use in proof-of-
concept clinical trials for SPECT imaging of Alzheimer's disease. In addition, MDS Nordion is collaborating with the
University of Ottawa Heart Institute, Canada's largest cardiovascular health centre, to establish a Molecular Imaging
Centre of Excellence 1o advance cardiology research.

During 2006, MDS Nordion signed two new strategic customer agreements, including a six-year renewable contract with
Molecular Insight Pharmaceuticals, Inc. to manufacture and supply Zemiva™, a molecular imaging pharmaceutical being
developed for cardiac ischemia, and a three-year contract with Bradmer Pharmaceuticals Inc., for the development and
clinical trial supply of Neuradiab™, 3 monoclonal antibexdy conjugated to an isotope and used to trear glioblastoma
multiforme, the most common and deadly form of brain cancer.

Although these new agreements are not individually significant, they are consistent with our strategic direction in this
business as we focus on broadening our product offerings in medical imaging and radiotherapeunces,

Capital expenditures by MDS Nordion in 2007 totaled $8 miliion, including amounts spent to expand our production
capability in Belgium, where we produce Glucotrace™, an extremely short half-life isotope used for positron emission
tomography or PET scans. Capital expenditures were negligible in 2006 as ARCL assumed full responsibility for costs
incurred in the vear for the construction of MAPLE. Capital costs were 350 million in 2003, primarily due to the
signiftcant investment then being made in MAPLE. Aside from capital expendinures, MDS Nordion invests significandy
in maintenance for its facilities, and all such costs are expensed as incurred.
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MDS Analytical Technologies
Financial Highlights

% of net % af net % of net
2007 revenues 2006 revenues 2005 revenues
P’roduct revenues $ 280 80% 3 148 73% § 153 74%
Service revenues 72 20% 54 27% 53 26%
Net revenues 352 100% 202 100% 206 100%
Cost of product revenues (213) (61%) (149) (73%) (137) {67%)
Cost of service revenues 3 (1%) - - - -
Selling, general and
administration (57 (16%%) (20) {10%) (27) (13%)
Research and development (64) (18%) 48) (24%) 44) (21%0}
Depreciation and amortization (29) (8%) (0] (3%) N (3%}
Restructuring charges - - - - 3 (1%}
Other income {expense) net (6) (2%) 5 2% i -
Operating income (20) (6%) {16 {8%) (11) (5%)
Adjustments:
Equity earnings 53 15% 54 27% 46 22%
Acquisition integration 19 6% - - - -
Restructuring charges - - - - 3 1%
52 15% 38 19% 38 18%
Depreciaton and amortization 29 8% 6 3% 7 3%
Adjusted EBITDA $ 81 23% 3§ 44 22% 3 45 21%
Margins:
Gross margin 39% 26% 33% i
Adjusted EBITDA margin 23% 22% 21%
Capital expenditures $ 8 3 4 3 5

Net revenues were up $150 million, or 74%, for MDS Analytical Technologies compared to 2006. The acquisition of
MD in March contributed $138 million, or 68% growth. The balance reflects growth in Sciex product revenues, which
continued to benefitr from strength in small molecule markets where our LC/MS instruments are market leaders. As was
the case in 2006, strong sales of high-end instruments were the driver of results this year. Sciex products grew at a 6%
rate for the year, and end-user revenues grew at 11% for 2007. We did not track end-user revenue growth in prior years.

MD has been a strong contributor to segment revenues and adjusted EBITDA since it was combined with Sciex.
During the second half of 2007, MID revenues grew 14% versus the same six-month period in 2006. Given the strong
start, we believe the division is on track to meet or exceed the first-year target of $190 million in revenues and 345 to
%50 million in adjusted EBITIDA,

A substandal majority of the Sciex products are sold through two joint ventures. Under these joint venture agreements,
Sciex manufactures products that are sold to the joint ventures. The joint ventures, in turn, sell these products to our
joint venture partners, earning a profit margin on these transactions. The joint ventures are cutrenty structured so that
all profit earned on the worldwide business associated with these products is earned by the joint ventures.

In addition to the role Sciex plays as a manufacturer, Sciex also underrakes R&1D and provides certain administrative
services to the joint ventures. These activities result in the service revenues reported by MDS Analytical Technologies.

We include equity earnings from the Sciex joint ventures in the determination of adjusted EBITDA for MDS Inc. and
for this segment because senior management of the division are actively engaged in the management of these joint
venrures and this view is consistent with our internal measurement of the results of this division, as reported to executive
management and the Board. Under US GAAP, MDS is required to account for its joint venture activities on an equiry
basis. These equity earnings are included in income before income taxes on the consolidated statements of operations
because we consider these joint venture activities to be a key component of our core operations. Because of this US
GAAP reporting requirement, MDS Analytical Technologies reports an operating loss each year, including a loss of

$20 million in the curtent yvear, before considering the income earned in the joint ventures.

Adjusted EBITDA was $81 million, up $37 million or 84% compared to 2006. MD contribured 333 million of the
increase, with the balance being atribueable to improved operating results for Sciex. Aside from including equity
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earnings, adjustments for the current year included costs related to the integration of MD. We reported $19 million of
acquisition integration costs, including $14 million of purchase accounting fair value adjustments for inventory, order
backlog, and deferred revenue. There were no addidonal adjusting items in 2006, and adjustments to 2005 reflected the
restructuring costs recorded for the year. Adjusted EBITDA for 2006 was lower than that for 2005 due primarily to the
impact of currency on revenues.

SG&A expenses totaled $57 million for 2007, up $37 million compared to 2006 and $30 million for 2005, The increase
over 2006 is primarily due to the acquisition of MD. The increase from 2005 to 2006 reflects the impact of currency and
initial costs incurred last year associated with new product launches. Unlike Sciex, MD has a significant sales and
marketing function. As a result, their SG&A costs are higher than those of Sciex, which has only limited selling
expenses.

R&D expense totaled 364 million for 2007, up 316 million from the $48 million spent in 2006. Fiscal 2005 R&D
expenses totaled $44 million. The increase includes $13 million of expenses incurred by MD for research and product
development during the seven months under MDS ownership, MIDS Analytical Technologies invests significandy in new
products and during 2007 made approximately seven new product introductions. MIDS Sciex and its joint venture
partners introduced the FlashQuant™, a new technology platform that combines wiple-quadrupole mass spectrometry
with MALDI technology to streamline the identification of viable drug candidates. Molecular Devices announced the
first live cell kinetic neurotransmitter transport uptake assembly kit, which aims to improve the quality of assay results
while reducing processing time and cost, as well as the telease of the AquaMax 2000 and AquaMax 4000 seties of
microplate washers to add speed and flexibility to microplate washing for bioanalyrical assays. Dunng the fourth quarrer,
MDS Analytical Technologies announced the launch of a significant advance in high-speed imaging technologies with
the release of the MetaMorph® ICS (Integrated Confocal System), in partnership with VisiTech International, a
manufacturer of confocal hardware. The division also introduced a new auromated toxicology testing applicadon for
drugs of abuse. The new Cliquid™ Drug Screen and Quant Software for Routine Forensic Toxicology applications
equips roxicology laboratories for the first time with a built-in library of 1,200 compounds and a search reporting
function designed to screen hundreds of drugs in less than 20 minutes.

The §23 million increase in depreciation and amortizadon in 2007 relates primarily to the acquisittion of MD during the
vear. MD accounts for $20 million of the increase, including $16 million related to the amortization of the preliminary
values assigned to purchased intangibles, largely acquired technology. Also, equity earmings reported for the joint
ventures are net of $6 million of depreciaton and amortization expense recorded by those entities (2006 — §5 million;

2005 — $3 million).

Capital expenditures totaled $8 million compared to $4 million in 2006 and $5 million in 2005. The increase over ptior
years relates mainly to the addigon of MD and spending on our plants in Singapore and Shanghai, China.

Corporate and Other

Financial Highlights
2007 2006 2005
Selling, general and administration $ (24) Y (24) $ {19)
Research and development - - 1
Depreciaton and amortization {2) - (1)
Restructuring charges ) 5 25
Other expense (3) ) n
Operating income (38) {26) (45)
Adjustments:
Equity earnings “ ©)

Gain on sale of investments 0] - R
8

Valuation provisions 6 5
Restructuring b &) 25
Depreciation and amortizadon 2 - 1
Adjusted EBITDA $ 26) S 29) 3 (19)

Corporate and other includes costs associated with our Corporate offices and executive management functions, the
majority of which are incurred in Canadian dollars. Corporate SG&A for fiscal 2007 was 2% of consolidated net
revenues compared to 3% for fiscal 2006 and 2% for 2005. Corporate expenses for 2006 included $4 million associated
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with the costs of the self-review of our Montreal bioanalytical operations. Costs for 2006 also included the corporate
portion of our first-year Sarbanes/Oxley compliance efforts and incremental audit costs associated with that
certification.

Corporate results for fiscal 2007 include $9 million of restructuring charges associated primarily with the transition of
our global information technology (IT) support services to a new provider and to the reduction of certain central
support services following the sale of our diagnostics business. This cost has been treated as an adjusting item for the
current year. In 2005, net restructuring charges incurred in Corporate amounted to §25 million related to plans designed
to improve our global competitiveness. In 2006, we were successful in negotiating the termination of a global IT support
services contract, and as a result, we did not have to pay a termination fee that had been provided for as part of the 2005
restructuring provision. This reserve was reversed in 2006. Both the 2005 restrucruring charge and the 2006 reserve
reversal were treated as adjusting items in the respective years. Adjusted EBITDA for 2007 also includes $3 million of
foreign exchange translation losses compared to 36 million in 2006 and none in 2005.

On December 2, 2005, Hemosol Corp. (Hemosol), an investee in which we held approximately 6.5 million shares,
declared bankruptcy. As a result of the bankruptcy, MDS honoured a $20 million guarantee of the company’s bank
credit facility. In doing so, we assumed the loan and the senior security position held by the bank. During fiscal 2007,
we sold our secured interest in Hemosol for total proceeds of §15 million and realized a $2 million gain. In addition,
other expense for 2007 is net of $5 million of bankruptey proceeds resulting from the wind-up of Protana Inc., a
successor company to MDS Proteomics. The liquidator for the company advised us of these proceeds late in the fourth
quarter and we expect to receive the funds in the first half of 2008. Both of these gains are treated as adjusting items for
the current year.

During fiscal 2007, we recorded a $6 million valuation provision related to our investment in MDS Capital Corp. We
began efforts to sell our interest in MDS Capital Corp. in 2005; however, efforts to sell the remaining business were not
successful. On-going operations of MDS Capital Corp. were restructured during the year and the company was renamed
Lumira Capital Corp. We determined that our investment in MDS Capital Corp. had experienced a decline in value that
was other-than temporary and, as a result, we wrote the value of the investment down to our $10 million estimate of
recoverable value in the second quarter of 2007,

In early August 2007, we invested in $17 million of Canadian asset-backed commercial paper {ABCP) that has since been
affected by the recent liquidity disruption in thar market. We recorded a valuation provision of 82 million in our fiscal
2007 fourth quarter as an adjusting item to reflect our estimate of the current value of that asset. The provision reflects
management’s best estimate of the likely impairment based on a risk-adjusted estimate of expected future cash flows.
Continuing uncertainties regarding the value of the assets, the nature and timing of future cash flows, and the outcome
of the restructuring of this financial market may impact the amount that MDS wilt ultimately realize on this investment.

Consolidated interest expense, net

Interest expense for 2007 was $27 million compared to $21 million in 2006 and $15 million in 2005. Prior to February
2006, MDS capitalized interest on a portion of its long-term delt as part of the capital cost of the MAPLE project. We
stopped capitalizing this interest when we transferred ownership of this asser to AECL under the terms of our 2006
settlement agreement and, as a result, no interest was capitalized in 2007. 1n 2006 and 2005, we capitalized $2 million
and %9 million of interest, respectively. The balance of the increase in interest expense is due to tising short-term
interest rates and the translaton impact of reporting our Canadian dollar interest costs in US dollars.

Interest income was 325 million for fiscal 2007 compared to $15 million in 2006 and $9 million in 2005, Rising shori-
term interest rates, increasing cash balances, and the translation effect of reporting interest income on Canadian cash
reserves in US dollars all contributed to the increase in interest income over the pertod. In additon, interest income for
2007 includes non-cash accrued interest that we recorded on long-term notes receivable for amounts due from AECL,
related to the sale of uranium target inventory to them last year and those related to the sale of our diagnostics business.

Consolidated income taxes

The effective tax rate for 2007 was 41% (2006 — 269%; 2005 — 33%). The 2007 tax rate was higher than our expected
rate of 35%, due largely to the $17 million (2006 — $46 million; 2005 ~ $10 million) of investment tax credits that we
classified as a reduction of our income tax expense for the year. As we incurred a loss before income taxes in 2007, we
have reported an income tax recovery and, therefare, the impact of the investment tax credits is to increase the amount
of the recovery and therefore also to increase the reported rax rate associated with that recovery.

The impact of investment tax credits on our 2006 tax rate was more significant because we applied investment tax
credits totaling $20 million that had been recognized in years prior to 2006 against our income tax expense for 2006.
These investment tax credits related to the MAPLE project, and had previously been deferred and recognized as a
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reduction to the carrying value of the project. Following the disposal of cur interest in the project in 2006, these
investment credits were recorded as a reduction of income tax expense.

During 2007, we incurred losses in certain foreign jurisdictions where we currently do not meet the criteria for
recognition of a deferred tax asset. As a result, we have recorded full valuation allowances against these losses. The
impact of these losses resulted in a reducdon to our income tax recovery, reducing our effective income tax rate by 13%
(2006 — 32%; 2005 ~ 13%).

Discontinued operations
The results of our discontinued businesses were as follows:

2007 2006 2005
Net revenues $ 95 3 362§ 555
Cost of revenues (57) (225) {392)
Selling, general and admintstration {16) (33) (95)
Depreciation and amortzation - (10 (12)
Goodwill write-down - - (13
Restructuring charges - ) (&)
(Other expenses - 3
Operating income 22 70 34
Gain on sale of discontinued operatons 904 24 -
Interest expense - - {n
Interest income 1 2 3
Income taxes {117) 7 0]
Minority interese (5) ) *
Equity earnings 1 3 2
Income from discontinued operations $ 806 3 98§ 22
Basic EPS from discontinued operations $ 612 $ 0.68 $ 0.16

Financial results from discontinued operadons for 2007 include the operatng results of MIDS Diagnostic Services from
November 1, 2006 to the date of sale and the gain realized as a result of the sale.

Income taxes applicable to our discontinued operations for fiscal 2006 include a $4 million recovery related to assets
disposed of in the year and a $13 million tax recovery related to the recogniton in 2006 of the tax benefit provided by
capital losses of prior years that were not previously recognized. We expect to use these capiral losses to reduce the
amount of cash taxes payable resulting from the sale of the diagnostics business and accordingly have classified this
recovery within discontinued operations,

The sale of Calgary Laboratory Services was finalized in early 2006. A goodwill impairment charge of $13 million was
recorded in 2005 to teflect our anticipated recovery from this sale.

In November 2005, we completed the sale of our interest in Source Medical Corporation and recorded a gain of
324 million. The gain on this transaction was tased at 2 low rate due 1o the availability of certain capital losses within

MDS.

Other expenses in discontinued operations for 2006 include a $3 million non-cash valuation provision on long-term
Investments.

Liquidity and capital resources

2007 2000 Change
Cash, cash equivalents, and short-term investments $ 337 3 382 (12%})
Operating working capiral’ $ 5 3 97 (39%)
Cash provided by continuing operating activities $ 178 3§ 25 612%
Cash used in continuing investing activities $ 622y % (168) 270%
Cash used in continuing financing actvites $ (449) 3 0 n/m

Current ratio (excludes net assets held for sale) 1.6 2.4 n/m
! Qur measure of aperating working capital equals accounts receivable pius unbilted revenue and invertory less accounts payable, acerued liabilities, and owrrent deferred revenue.

The Company has maintained strong cash balances throughour the year and operating working capital is lower than the
ptior year at 59 million compared to $97 million. The decline in the level of working capital compared to the 2006
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year-end reflects higher than usual accounts payable and accrued liabilities as at October 31, 2007. This reflects, in part,
the balance that remains unpaid from the FDA and restructuring provisions recorded in the second quarter, along with
an increase in trade payables at year-end, which was partially driven by increased capital expenditures in the fourth
quarter. The FDA and restructuring provisions are offsetting the addition of operating working capital associated with
MD.

T'he increase in accounts payable has also caused a drop in the current ratio from 2.4 at the end of fiscal 2006 to 1.6 at
October 31, 2007, Current liabilities also reflect higher taxes payable balances than was the case for 2006 and 2
significant increase in the current portion of long-term debt. Neither of these labilities is considered in the calculation of
operating working capiral. The significant increase in the current portion of long-term debt reflects the scheduled
repayment of the first tranche of our December 2002 US dollar notes payable. This repayment was made on December
19, 2007.

Qur primary uses of cash flow are operational expenses, investment in capital, interest and principal payments on our
debt securities, and, in prior years, our dividend and share repurchase programs. During 2007, following the sale of our
diagnostics business, we discontinued our quarterly dividend and we launched a share repurchase under the terms ofa
substantial issuer bid. Under this bid, we repurchased and cancelled approximately 22.8 million Common shares ata
total cost of $441 million. Later in the year, we renewed a normal course issuer bid (NCIB} that authorizes us to
repurchase up to 4,506,236 Common shares from time to time for a one-year period ending July 2, 2008. The
repurchase of shares, if any, will be dependent upon the availability and alternative uses of capital, market conditions,
and other factors. Although we renewed our NCIB during 2007, we repurchased o shares following the completion of
the substantal issuer bid. In addition, no shares were repurchased during 2006; however, in 2005, we repurchased and
cancelled 799,000 Common shares for §11 million under an NCIB.

Cash provided by continuing operating activities was $178 million, representing an increase of §153 miilion compared to
last year. Cash used in discontinued operations amounted to $56 million for the period prior to the sale. These amounts
compare to cash from continuing operations and from discontinued operations of $25 million and 3104 million
respectively for 2006 and $48 million and $65 million respectively for 2005.

Overall investing actvities were a net source of $307 million of cash in 2007, principally due to the proceeds of

$929 million received from the sale of our diagnostics business. We utilized $600 million of this cash in the acquisition of
Molecular Devices, and a further $71 million to purchase property, plant, and equipment. Short-term investing was a net
source of cash this year as we reduced our short-term investment balance by $33 million. Cash used in investing

activities in 2006 included $51 million for the purchase of property, plant, and equipment and $135 million invested in
shott-term investments. Fiscal 2005 investing activities included $102 million spent on capital expenditures, an amount
that significantly exceeded the current level of capital spending, due to the on-going investment in MAPLE.

As at the date of this report, we had $17 million in short-term investments in ABCP that was purchased in August 2007.
This ABCP was due to mature on September 7, 2007 and the issuer has been affected by the recent liquidity issues in
these investment markets. We received notice on the roll-over date that the sponsor of these obligations would be
unable to meet its obligations. At the present time, we have limited information that would help us to determine the
amount and timing of the repayment of these obligations. Based on the information we do have, we have estimated that
a write-down in the value of these investments is required and, accordingly, we recorded a $2 million provision in the
fourth quarter of 2007. In addition, while these investment vehicles would ordinarily qualify as cash equivalents, we
believe that the current matket conditions are such that it is no longer appropriate to record these investments as current
assets. We have therefore classified these commercial paper assets as long-term investments that are available for sale.

We utilized $449 million of cash on financing activities this year, including $441 million spent on the substantial issuer
bid. Other sources and uses of cash for financing acdvities were largely consistent with prior years.

We expect our operating cash inflows to remain strong throughout fiscal 2008. Cash outflows are expected to include
FDA-related reimbursements to our customers and the payment of severance obligations associated with our
restructuring activides. In addidon, we made a principal repayment of $79 million on our long-term debt in December
2007. We believe that cash flow generated from operations, coupled with available cash on hand and borrowing capacity
from existing financing sources, will be sufficient to meet these cash outflows along with our anticipated capital
expenditures, research and development expenditures, and other cash requirements in 2008. We have available a

C5500 million, five-year, committed, revolving credit facility to fund our liquidity requirements. There were no
borrowings under this facility as at October 31, 2007. At this time, we do not reasonably expect any presently known
trend or uncertainty to affect our ability to access our current sources of liquidity, and we do not believe that the current
liquidity issues affecting the ABCP markets will have any significant impact on our liquidity. We remain in compliance
with all covenants for our senior unsecured notes and our bank credit facility.
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Contractual obligations

The following table summarizes cur contractual obligations as at October 31, 2007 and the effect such obligations are
expected 1o have on our liquidity and cash flows in future years. The rable excludes amounts already recorded on the
consolidated balance sheet as current liabilities and certain other purchase obligations discussed below:

2008 2009 2010 2011 2012 Thereafter
Long-term debt and
capital leases § 94 5 20 3 29 3 17 S 18 3§ 206
Operating leases 22 22 21 17 15 47
Other contractual
obligations 104 47 41 23 27 206
g 220 g 89 3 91 g 57 $ 60 T 459

Long-term debt consisted of $307 million of senior unsecured notes issued under a private placement during 2003, a
$16 million note pavable in connection with our MALDI acquisition in 2004, a $46 million, non-interest bearing,
government loan; and other commitments totaling $15 million.

We have long-term supply arrangements totaling $336 millien with certain suppliers that provide us with radioisotopes.
This amount is included in other contractual obligations. These agreements provide for minimum purchase quantities,
and certain prices are based on market rates at the time of delivery. The remaining balance of other contractual
obligations is inclusive of commiuments totaling $67 million relating to the outsourcing of certain information
technology infrastructure services.

The Company has entered into contracts for other outsourced services; however, the obligations under these contracts
are not significant and the contracts generally contain clauses allowing for cancellation withour significant penalty.

The expected timing of payment of the obligations discussed above is estimated based on current information. The
timing of payments and actual amounts paid may be different depending on the time of receipt of goods or services or,
for some obligations, changes to agreed-upon amounts.

Guarantees

In the normal course of operations, we provide indemnifications that are often standard contractual terms to
counterparties in transactions such as purchase and sale contracts, service agreements and leasing transactions, These
indemnification agreements may require us to compensate the counterparties for costs incurred as a result of various
events. The terms of these indemnification agreements will vary based upon the contract and may not be subject to
limitation in certain cases. The nature of these indemnifications prevents us from making a reasonable estimate of the
maximum potential amount that we could be required to pay to counterparties. None of the guarantees entered into by
the Company required recognition on our books at October 31, 2007

Off-balance sheet arrangements

MDS does not have any reladonships with unconsolidated entities or financial partnerships, such as endues referred to
as structured finance or special purpose entties, which are established for the purpose of facilitating off-balance sheet
arrangements or other contracmally narrow or limited purposes.

Derivative instruments

We use derivative financial instruments primarily to manage our foreign currency and interest rate exposure. These
instruments consisted of forward foreign exchange and option contracts and interest rate swap agreements entered into
in accordance with the Company’s established risk management policies and procedures. All derivative instrument
contracts are with banks listed on Schedules 1 to 111 to the Bank Act (Canada) and we udlize financial information
provided by certain of rhese banks to assist us in determining the fair market values of the financial instruments.

The net unrealized mark-to-market value of all derivadve instruments at October 31, 2007 was a liability of $6 million
compared to a liability of $1 million at the end of 2006. The substandal increase from 20006 relates primarily to unrealized
gains on forward foreign currency contracts on hand at October 31, 2007, These gains arose largely because of the
significant drop in value of the US dollar relative to the Canadian dollar thar occurred late in our fiscal year.

In addidon to these traditional derivatives, isotope supply agreements totaling $107 million include terms that result in

the creation of an embedded currency denvative under SFAS 133 — “Accounting for Derivative Instruments and
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Hedging Activities”. Under the rules contained in SFAS 133, we have determined the value of this derivative and marked
it to market as at October 31, 2007. The supply contract is denominated in US dollars, and, as a result of the significant
decrease in the value of the US dollar versus the Canadian dollar, we have recorded an unrealized, mark-to-market gain
of $4 million on the contract in 2007. There was no significant mark-to-market adjusument required for the ptior year.

Capitalization

2007 2006 Change
Long-rerm debr $ 384 3% 394 (3%)
Less: cash, cash equivalents, and short-term investments 337) (382 {12%)
Net debt 47 12 292%
Shareholders’ equiry 1,897 1,354 40%
Capital employed! $ 1,944 § 1,366 42%

1 Capital employed i a measure of bow much of our net assets are financed by debt and equity.

Long-term debt decreased from $394 million to $384 million between October 2006 and October 2007 due to principal
payments of $18 million, partally offset by currency translation for reporting purposes. ‘The significant increase in
shareholders’ equity is a result of the $806 million after-tax gain on the sale of the diagnostics business, partially offset by
the impact of the substantial issuer bid.

Share capital

Shares issued and outstanding 2007 2006 2005
Outstanding beginning of the year 144,319 142.099 141,826
Issued during the vear 1,090 2,220 1,072
Repurchased and cancelled (22,831) - {799
Outstanding - end of year 122,578 144319 142,099
Dividends declared per share $ 003 § 043 § 0.09
Market price per share:

High $ 22,15 3 2320 % 21.65

Average $ 2108 3 2081 8 18.37

Low $ 1931 § 1825 8§ 15.39
Book value per share! $ 1548 3§ 1102 8 10.03

*Book ralue per share is caloulated as Common shareholders eguity divided by the number of Commen shares ontstanding.

As of December 31, 2007, the Company had 122,609,3%1 Common shares outstanding and opuons outstanding to
acquire 5,489,806 common shares

Risks and uncertainties

This section outlines risks and uncertainties that can have an impact on our operating results and financial position over
the course of a year. A more denailed discussion of long-term risks and uncertainties and industry trends is contained in
our AIF.

Exposure to foreign currendies

Approximately 90% of revenue is earned outside of Canada based on the customer’s location. The majority of our
export product revenues and a significant component of our foreign activities are denominated in US dollars. We
believe that continued expansion outside of Canadian matkets is essential if we are to achieve our growth targets. This
expansion will subject us to volatility associated with changes in the value of the Canadian dollar. We manage certain
exchange rate risks primarily through the use of forward foreign exchange controls.

In addition to foreign operations and export sales, our senior unsecured notes payable are denominated in US dollars.
This long-term debt is recorded in the Canadian-dollar books of MIDS Inc., the parent company, and is considered a
hedge of our net investment in our US operations.

MDS maintains a centralized treasury function that operates under policies and guidelines approved by the Audit
Committee of the Board of Directors, covering foreign currency exchange, funding, investing, and interest rate
management. MDS’s policies and guidelines prevent it from using any derivative instrument for trading or speculative

purposes,
MDS will continue to monitor its current and anticipated exposure to fluctuations in foreign currency exchange rates

and enter into currency derivatives contracts to manage the exposure.
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Government regulation and funding

The cost of compliance with government regulation is necessary and impacts most of our businesses, Changes in
policies, procedures, systems and staff training required by government regulaton can have the effect of increasing the
costs we incur 1o provide our products and services. We manage this risk to the degree possible through active
participation in the review and approval process with regulatory bodies such as the FDA and the Canadian Nuclear
Safety Commission.

Our pharmaceutical research facilities and our isotope manufacturing facilities are subject 1o audit and approval by the
FDA and similar agencies. Failure to achieve approval by these agencies will impact our ability to secure contracts to
perform work. Audit reports issued by relevant regulatory bodies could direetly impact our ability to attract and retain
work, as was our recent experience in our Montreal-area bioanalytical research facilities. We capitalize on such
expetiences by formalizing the learning into our standards to improve our quality assurance practices and customer
quality and services.

Regulatory policies are designed to protect the public’s health and can affect our drug development revenues if our
customers arc unable to move compounds from one stage 1o the nextin a dmely manner. We mitigate this risk by
limiting our exposure to individual compounds and we maintin a balanced portfolio of development contracts.

Intellectual property

Qur businesses are each dependent on intellectual property either in the form of patent protection of key technologies
or unpatented proprietary methods and knowledge. We are exposed to the risk that others may gain knowledge of our
proprietary methods, infringe on patents, or develop non-infringing competitve technologies. While we take vigorous
action to defend our positions, we may not be able to control usage of this inteHecrual property by others to compete
against us.

Acguisition and integration

MIS’s growth straregy involves our ability to acquire, successfully integrate and operate businesses that contribute to
our overall core focus. These acquisitions involve the commitment of capital and other resources, and large acquisitions
will have a major financial impact in the year of acquisition and later. Our ability to effectively integrate, within our
existing businesses, acquired technologies and products and services, or to retain key technical and managerial personnel
can have a significant short-term tmpact on our ability 1o achieve our growth and profitability targets.

Research and developrmient

During 2007, we recorded 368 million of R&D expenses in our analytical instruments and isotopes business units. All of
our businesses depend 1o one extent or another on our ability to maintain technological competitiveness and our ability
to provide leading-edge solutions to our customers. Ongoing investment in R&ID will be required to grow and keep
pace with a changing technological environment. The likelihood of success for any R&ID project is inherently difficult

to predict and could require a significant investment. We manage our R&D projects independendy, and together with
strategic alliance partners, against tightdy defined project outlines that prescribe expected deliverables for each stage of a
project. Projects must deliver certain measurable outcomes that we believe are indicators of the likelihood of future
success in order to proceed through these design gates and qualify for additonal funding.

Supply of reactor isotopes

Radivisotopes used in nuclear medicine are manufactured in electric-powered cyclotrons or nuclear reactors, A
continuous and reliable supply of reactor radivisotopes such as molybdenum-99 and cobalt-60 is important to certain of
our businesses. Routine and/or unscheduled shutdowns of these reactors can have a dramatic impact on our supply of
radicisotopes at any point.

We have taken steps to build additional cobalt processing capacity with a major supplier, Rosencrgoarom, and
established new or negotated extensions of exisung long-term supply arrangements to diversify and secure our source of
supply. Changes in maintenance schedules or the continued operations of the reactors manufacturing cobalt could
impact the availability and timing of our purchases.

Coniract cancellations

A majority of the revenues earned by the MDS Pharma Services business result from contracts which typically ran
several months for early stage clinical trials and as much as several years for Phase 111/TV clinical erials. Terms of most
contracts entered into by MDS Pharma Services entitle clients to cancelladon rights that may be exercised by the client in
the event of regulatory delay, if unexpected results are encountered at any stage of the development program orif a
client makes decisions affecting the on-going development of a compound. Replacement of revenues expected to be
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earned from cancelled contracts may rake an extended period of time, and as a result, MDS Pharma Services revenue
growth and profitability may be negatively impacted by contract cancelladons in a material amount.

Venture capital invesiments

MDS has certain venture capital investments in biotechnology companies. We monitor our investees’ capacity to raise
and spend funds and to develop a commercial market for their products and services as well as their regulatory approval
experience. We initially record investments on our books at cost and adjust these values to fair value, when available, by
a change to other comprehensive income. There exists a risk that the carrying value of such investments could be in
excess of fair value due to market conditions and this could result in provisions related to these investmends.

Litigation and insurance

From time to time during the normal course of business, the Company and its subsidiaries are subject to liigation. At
the present time there is no material outstanding lidgation that is nor covered by our insurance policies and that could
have a material adverse impact on the Company’s results or its financial position. We are aware of no threatened or
pending litigation which could have 2 material adverse impact. We maintain a global insurance program with bability
coverage up to $100 million to protect us from the financial risk associated with a claim made against us. Our ability to
maintain insurance coverage with adequate limits and at a reasonable cost may be impacted by market conditons beyond
our control.

Quarterly highlights

Following is a summary of selected financial information derived from the Company’s unaudited interim petiod
consolidated financial statements for each of the eight most recently completed quarters. Prior periods have been
restated to reflect the discontinuance of the operations discussed above,

(millions of US dollars, except earnings per share)

October July April January
Fiscal 2007 2007 2007 2007 2007
Net revenues $ 1,119 307 308 263 241
Operating income (foss) $ (108) 1 “) (96) (9)
Income (loss) from continuing operations $ 33 15 7 (55) -
Net income {loss) $ 773 13 7 737 16
Eamings (loss) per share from continuing
operations
Basic and diluted $ (0.25) 0.12 0.06 0.40) -
Earmnings (loss) per share
Basic $ 5.87 0.11 0.05 5.37 0.11
Dihuted 5.86 0.11 0.05 5.35 0.11
{millions of US dollars, except earnings per share)
October July April January
Fiscal 2006 2006 2006 2006 2006
Net revenues $ 955 250 241 234 230
Operatng income (loss) $ (506) 3 (21 (36} 4
Income (loss) from continuing operations g 22 12 4] 4)] 13
Net income (foss) $ 120 45 14 15 46
Earnings (loss) per share from continuing
operations
Basic and dilured S 0.15 0.08 0.01) 0.0n 0.09
Eamings (loss) per share
Basic and dilured % 0.83 0.30 0.10 011 0.32

There were no unusual seasonal variations in these two 12-month periods. The acquisition of Molecular Devices
occurred in the quarter ended April 30, 2007. The results from that quarter also reflect a provision of $61 million of
FDA-related costs and $28 million of restructuring charges.
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Outlock

On November 30 and December 5, 2007, we announced that MDS Nordion was experiencing an interrupton in supply
of medical isotopes from our primary supplier, Atomic Energy of Canada Limited while they completed a scheduled
shutdown and an upgrade to the electrical system of the Nadonal Research Universal reactor. Qur supplier worked
closely with industry regulators and the Government of Canada on this matter, and they were able (o resume producton
in late December. While we worked closely with our global supply nerwork to lessen the impact of this shutdown, we
were not able to mitigate fully the impact of this supply disruption on our results. We currently estimate the impact of
this disruption on adjusted EBITDA at $5 million in total for the first quarter of 2008,

We closed our 2007 fiscal year strongly and, despite the supply issues at MDS Nordion, we believe that the Company is
well positioned as we enter fiscal 2008, We are encouraged by the projected outlook for continued growth in our global
markets, and we are focusing on being positioned in these markets to capitalize on these opportunities,

Our integration of MDS Analytical Technologies is tracking well to plan and we continue to believe that the MD
business will meet or exceed our first year targets of $190 million in revenue and adjusted EBITDA of between

$45 miliion and 350 million. We also anticipate continuing strong adjusted EBITDA margins from MDS Analydcal
Technologies as we complete our integration and migrate addidonal productdon capabilides to Asia. The addition of
MD in 2007 included a global sales and marketing capability not previously available to us and we are taking steps to
leverage this new potential,

We are pleased by the pace of new product launches for both our Sciex and MID brands, and we expect to continue to
drive innovation in this business next year. Our MetaMorph® ICS microscope launch in our fourth quarter was well
received and 1s an example of our commitment to provide leading-edge technology to our customers in the drug
development indusiry. Strong sales of FLIPR Tetra and Image Express duting the year have contributed to positve
momentum as we enter fiscal 2008, and we expect continued growth from our new product platforms.

The improved profitability at MDS Pharma Services in 2007 is a first step towards moving this division to industry level
performance. We believe that the majority of customer stte audits required by the FDDA have been substandally
completed and all associated costs are expected to be covered by the remaining balance of our FIDA provision. By year-
end, the business had implemented 80% of the restructuring initiatives announced carlier in the year. As many of these
initiatives were completed in the second half of 2007, the majority of the benefits are expected to be realized in 2008.
We also invested heavily in new or expanded capacity in our core services to accelerate growth in key global markets.
These investments include a significant expansion of our Phoenix Phase 1 facility and cur Beijing central laboratory, as
well as investments in customer-facing technology and systems designed to achieve our On-Time brand promise. We
expect adjusted EBITDA in this business to benefit further in fiscal 2008 because of the acdons we took this year,

Although we have been pleased with the performance of our late-stage operations this year, which produced sirong
revenue growth and solid adjusted EBITDA, we have been disappointed by a higher than normal rate of contract
cancelladons that occurred in the second half of the year and that have continued as we enter fiscal 2008. As noted in
our previous MD&A discussion, these cancellations have resulted largely from corporate mergers and adverse events
associated with the compounds affected, which is a sk of the business more fully described in our AIF. While the
contract cancellations have resulted in reduced reported backlog at year-end, our focus on bidding on contracts from
which we can achieve solid profitability has improved the quality of the remaining backlog. At this time, we have a
number of proposals in the hands of clients and we are focused on building our backlog with new, profirable business;
nevertheless, we expect that these cancellations will result in a reduction in the rate of revenue growth for our Phase 11
to IV services in 2008 compared to what we experienced in 2007.

MDS Nordion has continued solid performance this year and has been able to grow both revenues and adjusted
EBITDA after taking into account the impact of foreign exchange, the Biogen Idec Inc. deferred revenue, and the
unusual market conditions that existed in the first half of 2006, Our expanded contract for cobalt supply with
Rosenergoatom positions MDS Nordion well to serve continued growth in cobalt seerilization demand in the furure. The
new products and partnerships we have announced in the past two years present growth opportunities as we focus on
expanding our global molecular imaging franchise,

Changes in accounting standards and policies

In July 2006, the US Financial Accountng Standards Board (FASB) issued FASB interpretation (“FIN”) No. 48,
“Accountng for Uncertainty in income Taxes, an Interpretation of FASB Statement No. 1097, FIN 48 clarifies the
accounting for uncermainty in income taxes by prescribing the tecognition threshold a tax positon is required to meet
before being recognized in the financial statements. 1t also provides guidance on de-recognition, classification, interest
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and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is effective for fiscal years beginning
after December 13, 2006 and is required to be adopted by the Company in the first quarter of fiscal 2008. The
cumulative effects, if any, of applying FIN 48 will be recorded as an adjustment to retained earnings as of the beginning
of the petiod of adoption. The Company is currently evaluating the effect that the adoption of FIN 48 will have on its
consolidated results of operations and financial condition and is not yet in a position to determine the effects.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS 157 provides guidance for
using fair value to measure assets and liabilities. It also responds to investors requests for expanded information about
the exten to which companies measure assets and liabilities at fair value, the information used 1o measure fair value, and
the effect of fair value measurements on earnings. SFAS 157 applies whenever other standards require (or permit) assets
or liabilities to be measured at fair value, and does not expand the use of fair value in any new circumstances. SFAS 157
is effective for financial statements issued for fiscal years beginning after November 15, 2007 and is required to be
adopted by the Company in the first quarter of fiscal 2009, The Company is currently evaluating the effect that the
adoption of SFAS 157 will have on its consolidated results of operations and financial condition and is not yet in a
pusition to determine such effects.

In September 2006, the SEC issued Staff Accounting Bulletin (SAB) No. 108, “Considering the Eftects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements”. SAB 108 provides guidance on
the consideration of the effects of prior year misstatements in quantifying current year misstatements for the purpose of
2 materiality assessment. SAB 108 establishes an approach rthar requires quantificadon of financial statement errors
based on the effects of each of the Company’s statement of financial posidon and statement of operations and the elated
financial statement disclosures. The Company applied the provisions of SAB 108 in the first quarter of fiscal 2007, and
it did not have a material impact on its consolidated results of operations and financial condition.

On Ocrober 31, 2007, the Company adopted the recognition and disclosure requirements of SFAS No. 158,
“Accounting for Defined Benefit Plans and Other Post-retirement Benefits” —an amendment of FASB Statements No.
87, 88, 106, and 132(R)”. This statement requires employers that sponsor defined benefit plans to recognize the funded
status of a benefit plan on its balance sheet; recognize gains, losses and prior service costs or credits that arise during the
period that are not recognized as components of net periodic benefit cost as a component of other accumulated
comprehensive income, net of tax; measure defined benefit plan assets and obligations as of the date of the employer’s
fiseal year-end balance sheet; and disclose in the notes to financial statements addidonal information about certain
effects on net periodic benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior
service costs or credits, and transition asset or obligation.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities—Including an Amendment of FASB Statement No. 115”7, This Statement permits entities to choose to
measure many financial instruments and certain other items at fair value. The objective is to improve financial reporting
by providing entities with the opportunity to mitigare volatility in reported earnings caused by measuring related assets
and liabilities differently without having to apply complex hedge accounting provisions. The Company is required to
adopt the provisions of SFAS 159 effective for its 2009 fiscal year and is currently evaluating the effect that the adopton
of SFAS 157 will have on its consolidated results of operations and financial condition and is not yet in a position to
determine such effects.

In December 2007, the FASB issued SFAS No. 141R, “Business Combinations” a substantial amendment to SFAS 141.
The objective of this statement is to improve the relevance, representadonal faithfulness, and comparability of the
information that a reporting entity provides in its financial reports about a business combination and its effects. To
accomplish that, this statement establishes principles and requirements for how the acquirer: a) recognizes and measures
in its financial statements the identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the
acquiree; b) recognizes and measures the goodwill acquired in the business combination or a gain from a bargain
purchase; ¢) determines what information to disclose to enable users of the financial statements to evaluate the nature
and financial effects of the business combinaton. The Company is required to adopt the provisions of SFAS 141R
effective for acquisitions occurring after October 31, 2009.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—
an Amendment of ARB No. 51”7 The objective of this Statement is to improve the relevance, comparability, and
transparency of the financial information that a reporting entity provides in its consolidated financial statements related
to the non-controlling interest held by others in entities that are consolidated by the reporting entity. MIDS does not
consolidate entities with material non-controlling interests and the provisions of SFAS 160 are not expecting to have a
material impact on its consolidated results of operations and financial condition.
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Critical accounting policies and estimates

Chur discussion and analysis of our financial conditon and results of operations is based upon our consolidated financial
statements, which have been prepared in accordance with US GAAP. These principles differ in certain significant
respects from Canadian GAAP, and these differences are described and quantified in note 27 to the consolidated
financial statements.

Cur significant accounting policies are contained in Note 3 to the consolidated financial statements, Certain of these
policies involve critical accounting estimares because they require us to make partcularly subjective or complex
judgments about matters that are inherently uncertain and because of the likelihood that materiaily different amounts
could be reported under different condidons or using different assumptions.

Revense recopnition

Revenues are recorded when tide to goods passes or services are provided to customers, the price is fixed or
determinable, and collection is reasonably assured. For the majority of product revenues, title passes to the buyer at the
time of shipment and revenue is recorded at that time.

Certain services are provided to customers on a per-unit pricing basis. Revenues for such services are recognized when
the service has been performed and a contractual right to bill exists.

A significant portion of the Company’s pharmaceutical research services revenues are provided under the terms of long-
term contracts that can extend from several months to several vears. Revenues on these contracts are recognized using
the percentage-of-completion method based on a proportional performance basis using output as a measure of
performance. Losses, if any, on these contracts are provided for in full at the time such losses are identified. Services
performed in advance of billings are recorded as unbilled revenue pursuant to the contracrual terms. In general,
amounts become billable upon the achievement of certain milestones or in accordance with predetermined payment
schedules. Changes in the scope of work generally result in a rencgotiation of contract terms. Renegodated amounts are
not included in net revenues until earned. Billings in excess of services performed to date or in excess of costs plus
estimated profits on contracts in progress are recorded as deferred revenue. Customer advances on contracts in
progress are shown as liabilities, and reimbursable costs in excess of billings are recorded as unbilled revenue.

"T'he Company recognizes revenue and related costs for arrangements with muliple deliverables, such as equipment and
installation, as each element ts delivered or completed based upon its refative fair value. If fair value is not available for
any undelivered element, revenue for all elements is deferred untl delivery is completed. When a portion of the
castomer’s payment is not due until installation or acceprance, the Company defers thar portion of the revenue until
completion of installation or acceptance has been obrained. Revenues for training are deferred undl the service is
completed. Revenues for extended service contracts are recognized ratably over the contract period. Provisions for
discounts, warranties, rebates to customers, returns and other adjustments are provided for in the period the related sales
are recorded.

1 aluation of goodwitll

Goodwill is not amortized, but is assessed for impairment at the reporting unit level annually, or sooner if events or
changes in circumstances indicate that the carrying amount could exceed fair value, Goodwill is assessed for impairment
using a two-step approach, with the first step being to assess whether the fair value of the repordng segment with which
the goodwill is associated is less than its carrying value. If this is the case, 2 second impairment test is performed which
requires 4 comparison of the fair value of goodwill to its carrying amount, 1f the fair value is less than our carrying value,
goodwill is considered impaired and an impairment charge must be recognized immediately.

Assessing the fair value of a reporting unit requires that we make numerous estimares, including estmating future cash
flows and interest rates. Variations in these estimates will cause material differences in the result. We have not changed
our approach to determining the fair value of our reporting units over the last two years and we are not aware of any
trends that will affect our methodology or significant assumptons.

Intangible assets

Intangible assets include the vaiue of the MAPLE supply agreement, acquired patents, technology, customer
relationships, licences, and long-term service contraces, which are recorded as intangibles on the consolidated statements
of financial posidon. Intangible assets are recorded at cost and are amortized over periods that approximate their useful
lives, beginning when the assets are put into service and ranging from three to seven years.

Because many intangible assets are associated with technology that is evolving and for which obsolescence is a
significant rsk, the carrving value of intangible assets 1s evaluated at least once per year. In the event that management
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determines that it is unlikely that the Company will be able to fully recover the carrying value of intangible assets from
the undiscounted cash flow that can be generated in the future from related products or services, the intangible assets
are written down to approximate our estimate of their net realizable value.

Determining the acquisition cost of intangible assets and assessing the carrying value of those assets we own ata period-
end requires that we make estimates related to the furure cash flows we expect to generate through the ownership and
use of the underlying asset or technology. These estimates are updated on an annual basis and may change from year 10
vear, based on our expectations of future revenues and costs associated with the products that may be developed. We are
not aware of any trends that would cause us to believe that fair value of these assets in a future period would be
insufficient to support the current carrying value.

Essentally all acquired technology and licences relate to our analytical instruments business. The long-term supply
agreement included with intangible assets relates to our molecular imaging business.

[ aluation of long-term investments

long-term investments that are carried at cost or accounted for using the equity method are reviewed to determine
whethet their fair value is below carrying value. Investments are reviewed petiodically to deterrnine if there has been a
decline in value that is other than temporary. An investment is considered impaired if any such decline is considered
other than temporary. Factors considered in determining whether a loss is temporary include the length of dme and
extent to which fair value has been below cost; financial condition and near-term prospects of the investee; and our
ability and intent to hold the investment for a period of dme sufficient ro allow for any anticipated recovery. In the
event that impairment has occurred, the carrying value of the investment is written down to an amount that reflects
management’s estimare of what could be received from a sale of the investment after paying costs of disposal, We are
not aware of any trends that would cause us to believe that the carrying value of long-term investments is materially in
excess of their fair value,

Property, plant, and equipsment

Property, plant, and equipment are recorded at cost and depreciated at varying rates over their estimated useful lives.
Management sets these rates based on experience with these or similar assets. Costs incurred on assets under
construction are capitalized as construction in progress. Costs capitalized on these projects include the direct costs of
construction, equipment installation and testing, and interest costs associated with financing large, long-term projects.
No depreciation is recorded on such assets until they are placed in service.

At each period-end, management reviews the rotal costs capitalized on all construction projects to determine whether or
not the carrying value of the assets can be recovered from the undiscounted, expected, net future cash flow generated by
the assets. 1f there is no reasonable expectation that the costs can be recovered, the carrying value of the asset is
reduced to the estimated recoverable amount and the excess is charged to income. This process is subject to significant
judgment and could be materially affected by variations in estimates of future cash flows. At the present time, we are
not aware of any trends that would cause us to change our expectations of future cash flows from these long-term
investments.

Income taxes

We operate globally and are, therefore, subject to income taxes in multiple jurisdictions. The income tax expense
reported in the consolidated statcements of operations is based on a number of different estimates made by management.
Our effective tax rate can change from year to year based on the mix of income among the different jurisdicdons in
which we operate, changes in tax laws in these jurisdictions, and changes in the estimated values of deferred tax assets
and liabilities recorded on our consolidated statement of financial position. The impact of these changes is reflected in
income tax expense for the year. We do not allocate income tax expenses to our reportable segments.

The income tax expense reflects an estimate of cash taxes expected to be paid in the current year, as well as a provision
for changes arising this year in the value of deferred tax assets and liabilities. The likelhood of recovering value from
deferred tax assets requires us to determine whether it is more likely than not that all or a portion of the deferred tax
assets will be realized from such items as loss carryforwards and the future tax depreciation of property, plant, and
equipment. At each quarter-end, we assess the valuation of deferred rax assets and esrablish or adjust a valuation
reserve, if necessary, Changes in the amount of the valuation reserve required can materially increase or decrease the
tax expense in a period. Significant judgment is applied to determine the appropriate amount of valuation reserve to
record.
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Restructuring charges

We have approved plans to restructure certain operadons and, as such, we are required to establish critical estimates
surrounding exit costs and workforce reductions. Because the determination of the restructuring provision is a complex
process and the roll-out of a restructuring plan could span muldple periods, we might be required to update estimates to
reflect actual payments made. Any adjustments made will be disclosed in the notes to our consolidated financial
staternents and could span all reported segments.

Employee futnre benefits

Certain estimates and assumptions are used to actuarially determine the Company’s defined pension and employee future
benefit obligations. The expected rate of return on plan assets, discount rate, rate of compensation increase, and health
care cost trend rate are important elements of cost and/or obligation measurement.

The discount rate, which is determined annually, allows us ro reflect estimared furure benefit payments at their present
value on the measurement date, and is based on marker rates for high-quality fixed income investments available for the
period to maturity of the benefits. A lower discount rate increases the benefit cost and obligation. The impact of changes
in the rates used for estimating the value of employee furure benefits is set out in note 21 to our consolidated financial
staternents. All reported segments are affected by accounting for emplovee future benefits.

Stock-based compensation

The Company uses the fair value method of accounting for stock-based compensation. The fair value of the options are
estimated using the Black-Scholes option pricing model using estimated fotfeiture rates, volatility, expected life of the
options and the risk-free interest rate.

Controls and Procedures
Management is responsible for the design and operation of disclosure controls and procedures and internal control over
financial reporting and is required to evaluate the effectiveness of these controls on an annual basis.

An effective system of disclosure controls and procedures and internal controls over financial reporting is highly
dependent upon adequate policies and procedures, human resources and information technology. All control systems,
no matter how well designed, have inherent limitations, including the possibility of human error and the circumvention
or overriding of the controls or procedures. As a result, there is no certainty that our disclosure controls and procedures
or internal control over financial reporting will prevent all errors or all fraud.

in addidon, changes in business conditions or changes in the namre of the Company's operations may render existing
controls inadequate or affect the degree of compliance with policies and procedures. Accordingly, even disclosure
controls and procedures and internal control over financial reporting derermined to be effective can only provide
reasonable assurance of achieving their control objectives.

At the end of the period covered by this report, management conducted an evaluation of the Company’s disclosure
controls and procedures and internal control over financial reporting. Our conclusions are set out below:

Disclosure controls and procedures

Management of MDS, including the Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness
of the Company’s disclosure controls and procedures (as defined in the rules of the SEC and the Canadian Securities
Administrators (CSA)) and have concluded that as a result of the material weakness described below related 1o the US
GAAP valuation of certain stock-based incentive compensation plans under Statement of Financial Accounting
Standards No. 123 (revised 2004) Share-Based Payments (SFAS 123R)}, such disclosure controls and procedures were
not effective as at Ocrober 31, 2007. Management believes that the reported material weakness is narrow in scope and
that it does not have a pervasive impact on disclosure controls and procedures or internal control over financial

reporting at MDS,

Management’s annual report on internal control over financial reporting
Management of MDS is responsible for establishing and maintaining adequate internal control over financial reporting
for the Company.

Management of MDS, including the Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness
of our internal control over financial reporting using the Committee of Sponsoring Organizations of the Treadway
Commission {COS0). Management believes that the COSO framework is a suitable framework for its evaluation of the
Company’s internal control over financial reporting because it is free from bias, permits reasonably consistent qualitadve
and quantrative measurements of MDS’s internal control, is sufficiently complete so that those relevant factors that
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would alter a conclusion about the effectiveness of the Company’s internal control are not omitted, and is relevant to an
evaluation of internal control over financial reporting.

As permiued by the rules established by the SEC pertaining to in-year acquisidons, management’s assessment of and
conclusion on the effectiveness of internal control over financial reporting did not include Molecular Devices Corp.
(MDC), which was acquired during 2007 and is included in the 2007 consolidated financial statements of MDIS. MDC
constituted 4.6% and 4.6% of total and net assets, respectively, as of October 31, 2007 and 11.6% and 2.1% of revenues
and net income, respectively, for the year then ended.

As a result of our internal controls review, we have concluded thar effective internal contro! over financial reporting was
not maintained with respect to accounting for and disclosure of the fair value of compensation expense and period-end
liabilities for certain stock-based incentive compensation plans for US GAAP reporting. For Canadian GAAP reporting,
our stock-based incentive compensation plans have been correctly valued and reported in compliance with CICA
Handbook No. 3870 Stock-Based Compensation and Other Stock-Based Payments (HB 3870). Under HB 3870, these
plans are valued for Canadian GAAP using an intrinsic value (market) approach, while SFAS 123R requires 2 more
complex fair value methodology for US GAAP which takes into consideration volatlity and probability to calculate the
associated liability. During our year-end audit, it was discovered that certain stock-based incentive compensation plans
were not correctly valued for US GAAP reporting under SFAS 123R. As this error was detected during the year-end
audit, it was cotrected prior to the issuance of our 2007 US GAAP financial statements for the fiscal year; however, over
the course of the year, our 2007 interim quarterly reports understated US GAAP net income by a toral of §4 mullion as
previously reported in the Canadian to US GAAP reconciliation tables contained in the notes to the 2007 interim
financial statements. As this error resulted in a material audit adjustment to out US GAAP statements for fiscal 2007
and a restarermnent of the 2007 interim financial statements to correct the Canadian 10 US GAAP reconciliation tables in
the notes to the financial statements, we have concluded thar this constitutes a material weakness in the Company’s
internal control over financial reporting and that the Company’s internal control over financial reporting was not

effective as at Qctober 31, 2007,

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such that
there is a reasonable possibility that a material misstatement of the company’s annual or interim financial statements will
not be prevented or detected on a timely basis.

Ernst & Young LLP, a registered public accounting firm that has audited the consolidated financial statements of MDS
for the fiscal year ended October 31, 2007, has also issued a report on financial statements and internal control over
financial reporting under Auditing Standard No. 5 of the Public Company Accounting Oversight Board (United States).
A copy of their report dated January 22, 2008 can be found on page 31.

Changes in internal control over financial reporting

There have been no changes in MDS’s internal control over financial reporting during the fiscal year ended

October 31, 2007 that have materially affected or are reasonably likely to materially affect the Company’s internal control
over financial reporting.

To address the material weakness identified, subsequent to October 31, 2007, management implemented measures to
remediate the control deficiency, including review of the fair value of certain stock-based incentive compensation plans
with third-party experts in the field and other measures that strengthen internal control associated with the calculation
and reporting of the fair value of stock-based incentive compensation plan liability and expense. These measures were
implemented for purposes of preparing the 2007 annual financial statements under US GAAP and will be similarly used
to prepare amendments to financial information in our revised interim reports for the fiscal 2007 quarters. Although we
believe that the reported material weakness is narrow in scope and that it does not have a pervasive impact on internal
control over financial reporting at MDS, we will continue to evaluate our internal control over financial reporting on an
on-going basis and will upgrade and enhance internal control over financial reporting as needed.
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Management’s Responsibility for Financial Reporting

The accompanying consolidated financial statements and management discussion and analysis of MDS and all
information in this annual report are the responsibility of management and have been approved by the Board of
Directors.

The consolidated financial starements have been prepared by management in conformity with generally accepted
accounting principles in the United Seates and Canada using the best esdmates and judgments of management, where
appropriate. The most significant of these accounting principles are set our in notes 3 and 27 to the consolidated
financial statements.

The MD&A has been prepared in accordance with Navonal Instrument 51-102 of the Canadian Securities
Administrators, taking into consideration other relevant guidance, including Regularion S-K of the US Securities and
Exchange Commission (“SEC™).

MDS maintains systems of internal accountng and administrative controls designed to provide reasonable assurance that
the financial information is relevant, reliable, accurate, and disclosed in a umely manner, and that the Company’s assets
are appropriately accounted for and adequately safeguarded. During the past year, management has continued to
improve and document the design and operaring effectiveness of internal control over financial reporting. The results of
management’s work have been subjected to audit by the shareholders’ auditors. As at year end, we determined that
internal control over financial reporting is not effective as disclosed in Manggement’s Annual Report on Internal Control over
Financial Reporting starting on page 28, In compliance with Section 302 of SOx, MDS’s Chief Executive Officer and
Chief Financial Officer provided to the SEC a cerafication related to MDS’s annual disclosure document in the US
{Form 40-F). The same certification was provided to the Canadian Securittes Administrators.

The Internal Auditor of the Company reviews and reports on MIDS’s internal controls, including such testing as is
deemed to be required. The Internal Auditor has full and independent access to the Audit Committee of the Board of
Directors.

The Board of Directors has appointed an Audit Committee consisting of five outside direcrors. The Committee meets
regulatly to review with management and the auditors any significant accounting, internal control and auditing matters,
and o review and finalize the interim and annual financial statements of the Company along with the independent
auditors’ report prior to the submission of the financial statements to the Board of Directors for final approval.

These consolidated financial statements have been audited by Ernst & Young LLP, which have been appointed as the
auditors of the Company by the shareholders. As auditors, Etnst & Young LLP obtain an understanding of MDS’s
internal controls and procedures for financial reporting to plan and conduct such audit procedures as they consider
necessary to express their opinion on the consolidated financial statements. As auditors, Ernst & Young LLP has full
and independent access ro the Audit Commitree to discuss their findings.

Nep—€ 8T blse =

Stephen P. DeFalco Douglas S. Prince

President and Chief Executive Officer Executive Vice-President and Chief Financial Officer
Toronto, Canada Toronto, Canada

January 22, 2008 January 22, 2008
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Report of Independent Registered Public Accounting Firm on Internal Controls
To the Shareholders and Board of Directors of MDS Inc.

We have audited MDS Inc.’s internal contral over financial reporting as of October 31, 2007, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria). MIDS Inc.’s management is responsible for maintaining effective internal
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting
included in the accompanying Management’s annual report on internal control over financial reporting. Our
responsibility is to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. QOur audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances, We believe that our audit provides a reasonable basis
for our opinion.

As indicated in the accompanying Management’s annual report on internal control over financial reporting,
Management’s assessment of and conclusion on the effectiveness of internal control over financial reporting did not
include rthe internal controls of Malecular Devices Corp., which is included in the 2007 consolidated financial statements
of MDS Inc. and constituted 4.6% and 4.6% of total and net assets, respectively, as of October 31, 2007 and 11.6% and
2.1% of revenues and net income, respectively, for the vear then ended. Our audit of internal control over financial
reporting of MDS Inc. also did not include an evaluaton of internal control over financial reporting of Molecular

Devices Corp.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepred accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that {1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary 1o permit preparation of financial statements in accordance with generally accepted accountng
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial sratements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such that
there is a reasonable possibility that a material misstatement of the company’s annual or interim financial statements will
not be prevented or detected on a timely basis. The following material weakness has been identified and included in
management’s assessment. Management has reported a material weakness over the accounting for and disclosure of the
fair value of compensation expense and period-end liabilities for certain stock-based incentive plans under SFAS 123(R).
This material weakness was considered in determining the nature, dming, and extent of audit tests applied in our audit of
the 2007 financial statements, and this report does not affect our report dated January 22, 2008 on those financial
statements.
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In our opinion, because of the effect of the material weakness described above on the achievement of the objectives of
the control criteria, MDS Inc. has not maintained effective internal control over financial reporting as of
October 31, 2007, based on the COSO criteria.

Cret: ¥ Youg 120

Chartered Accountants
Liceased Public Accountants

Toronto, Canada
January 22, 2008
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Report of Independent Registered Public Accounting Firm
T'o the Sharcholders of MDS Inc.

We have audited the consolidated statements of financial position of MDS Inc. (the “Company”) as at October 31, 2007
and 2006 and the consolidated statements of operations, shareholders” equity and cash flows for each of the three years
in the period ended October 31, 2007. These financial statements are the responsibility of the Company’s Management.
Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and petform an
audit to obtain reasonable assurance whether the financial statements ate free of materal misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by Management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
the Company as at Qctaber 31, 2007 and 2006 and the result of its operations and its cash flows for each of the three
years in the period ended October 31, 2007 in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2(b), the Company has restated retained earnings and goodwill as at November 1, 2004. In
addition, as discussed in Note 2(a), the Company has changed its policy for the treaument of investment tax credits.
Further and as discussed in Note 3, effective Ocrober 31, 2007, the Company adopted Statement of Financial
Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.
As deseribed in Note 2, the Company has adopted US GAAP in these financial staternents.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of the Company’s internal control over financial reporting as of October 31, 2007, based on
criteria established in Internal Control -- Integrated Framework issued by the Committee of Sponsoring Organizadons
of the Treadway Commission and our report dated January 22, 2008 expressed our opinton that MDS Inc. has not
maintained effective internal control over financial reporting as of October 31, 2007

&M«t "%ﬂuj L

Chartered Accountants
Licensed Public Accountants

Toronto, Canada
January 22, 2008
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

20006
As at October 31 (restated — see
{millions of US dollars) 2007 note 2)
ASSETS
Current Assets
Cash and cash equivalents $ 235 ) 247
Short-term investments, net 102 135
Accounts receivable, net 287 224
Unbilled revenue 929 i22
Inventories, net 128 80
Income taxes recoverable 54 42
Current portion of deferred tax assets 45 -
Prepaid expenses and other 22 21
Assets of discontinued operadons 1 196
Total Current Assets 973 1,067
Property, plant and equipment, net 386 334
Deferred tax assets 4 47
Long-term investmnents and other 290 176
Goodwill 782 397
Inrangible assets, net 583 322
Total Assets $ 3,018 3§ 2,343
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Accounts payable and accrued liabilites $ 384 3 237
Deferred revenue 1 92
Income taxes payable 57 8
Current portion of long-term debt 94 20
Current portion of deferred tax liabilities 10 -
Liabilities of discontinued operations - 114
Total Current Liabilities 616 471
Long-term debt 290 374
Deferred revenue 17 17
Other long-term obligations 30 24
Deferred tax liabilities 168 103
‘Total Liabilities 1,121 989
Shareholders’ Equity
Common shares, at par — Authorized shares: unlimited; Issued and outstanding shares:
122,578,331 and 144,319,249 for 2007 and 2000, respectively 493 366
Addidonal paid-in capital 72 69
Retained earnings 842 30
Accumulated other comprehensive income 490 328
Total Shareholders’ Equity 1,897 1,354
Total Liabilities and Shareholders’ Equity $ 3,018 S 2,343

Incorporated under the Canada Business Corporations Act
See accompanying nofes

On behalf of the Beard:
John T. Mayberry, Director Robert W. Luba, Director
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Years ended October 31

{millions of US dollars excepr per share amounts) 2007 2006 2005
Revenues
Products 564 438 396
Services 555 517 491
Reimbursement revenues N 105 95
Total revenues 1,210 1,060 982
Costs and expenses
Direct cost of products (360) (296} (269
Direct cost of services (338) (362) (321)
Reimbursed expenses (91) (105) (95)
Selling, general and administration (265) {220y (210
Research and development {638) (53) (51}
Depreciation and amortization (79) (51 {4n
Restructuring charges - net 3N 7 (51
Other expense - net (80) (36) {14
Total costs and expenses (1,318) (1,116) (1,058)
Operating loss from continuing operations (108) (56) (76)
Interest expense 27 2n (15)
Interest income 25 15 9
Mark-to-market on interest note swaps 1 - 2
Equity earnings 53 49 41
Loss from continuing operations before income taxes (56) (13) (43)
Income taxes (expense) recovery
- current 25 05 (1
- deferred (2) (30) 15
Income (loss) from continuing operations (33) 22 29
Income from discontinued operations - net of income tax 806 98 22
Net income (loss) 773 120 )]
Basic earnings per share
- from continuing operations (0.25) 0.15 {0.21)
- from discondnued operations 6.12 0.08 0.16
Basic earnings per share 5.87 0.83 {0.05)
Diluted earnings per share
- from continuing operations (0.25) 0.15 0.21)
- from discontinued operations 6.11 0.68 0.16
Diluted earnings per share 5.86 0.83 (0.05)

Nee accompanying notes
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

(millions of US dotlars, except common shares in thousands)

Accumulated
Common Shares Additional Other Toral
Paid-in Retained Comprehensive Shareholders’
Shares Amount Capital Eamings Income Equity
$ s
{restated (restated see
(#0005s) $ $ see note 2) $ note 2)

Balance at October 31, 2004 141,826 $ 526 $ 64 $ 316 $ 252 $ 1,158
Other comprehensive income:

Net loss 0 {7

Foreign currency translation, net of tax 20 20

Unrealized loss on available-for-sale

securities 6) (&)

Reclassification of realized losses, net of

tax 2 2
Dividends (15) (15)
Issuance of common shares 443 7 7
Repurchase and cancellation of common
shares (799 CY (7) (11
Stock options exercised 629 6 6
Stock-based compensation 3 3
Balance at October 31, 2005 142,099 535 67 287 268 1,157
Other comprehensive income:

Net income 120 120

Foreign currency translation 61 61

Unrealized loss on available-for-sale

securites, aet of tax ) (m

Reclassification of realized losses, net of

tax 9 9
Dividends (16) (16)
Issuance of common shares 361 7 7
Stock options exercised 1,859 24 24
Stock-based compensation 2 2
Balance at October 31, 2006 144,319 566 69 391 328 1,354
Other comprehensive income:

Net income 773 773

Foreign currency translation, net of

ax 183 183

Unrealized loss on available-for-sale

securities 3) 3)

Unrealized gain on decivatives

designated as cash flow hedges, net of

tax 8 8

Reclassification of realized gains, net

of tax 4) )

Adoption of FAS 158, net of tax 11 1
Dividends “) )
Issuance of common shares 108 2 2
Repurchase and cancellation of common
shares (22,831) (90) (318) 33) (441)
Stock options exercised 982 15 (1) 14
Stock-based compensation 4 4
Balance at October 31, 2007 122,578 $ 493 $ 72 $ 842 $ 490 $ 1,897

See arcompanying noles

MDS 2007 Annual Report

36




CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended October 31

{millivns of US doilars) 2007 2006 2005
Cash flows from operating activities
Net income (loss) 773 3 120 $ (7N
Income from discontinued operations - net of tax 806 98 22
Income (loss) from continuing operations 33 22 (29}
Adjustments to reconcile net income to cash provided by operating activities
relating to continuing operattons
Items not affecting current cash flow 128 94 76
Net changes in non-cash working capital balances relating to operations 83 1) 1
Cash provided by operating activities of continuing operations 178 25 48
Cash provided by (used in) operating activities of discontinued operarions (50) 104 65
122 129 113
Investing activities
Acquisitions {600) - )]
Proceeds from MAPLE interest - 24 -
Purchases of property, plant and equipment (71) an (102)
Proceeds on sale of property, plant and equipment 4 - -
Proceeds from sale of businesses and investments 13 5 -
Proceeds on sale of short-tertn investment 165 - -
Purchases of short-term investments (118) (135) -
Other (15) (10 3
Cash used in investing activities of conunuing operations (622) (168) (110
Cash provided by (used in) investing activities of discontinued operations
: 929 73 (2)
Financing activities
Repayment of long-term debt (18) (M -
Increase (decrease) in deferred revenue and other long-term
obligations (2) )] &)
Payment of cash dividends &)} (13 (11)
Issuance of shares 15 26 9
Repurchase of shares (441) - (11
Cash used in financing activities of continuing operations (449) (1) {(18)
Cash used in financing activities of discontinued operatons 2) (12} (1
Effect of foreign exchange rate changes on cash and cash equivalents 10 11 4
Increase (decrease) in cash and cash equivalents during the year {12) 32 24)
Cash and cash equivalents, beginning of year 247 215 239
Cash and cash equivalents, end of year 235 $ 247 g 215
Cash interest paid $ 22 g 21 $ 20
Cash taxes paid $ 15 $ 9 $ 18

See accomparying nofes
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[All rtabular amounts in millions of US dollars, except where noted]

1. Natre of Operations

MDS Inc. (MDS or the Company) is a Canadian-based global life sciences company that provides market-leading
products and services that its customers need for the development of drugs and the diagnosis and weaunene of disease.
The Company is a leading global provider of pharmaceutical contract research, medical isotopes for molecular imaging,
radiotherapeutics, and analytical instruments. The Company has three business segments: MDS Pharma Services
(MDSPS), which provides pharmaceudical contract research; MDS Nordion, which is focused on molecular imaging and
radiotherapeutics; and MDS Analytical Technologies (MDS AT), which involves the development, manufacture, and sale
of analytical instruments. In 2007, the Company acquired Molecular Devices Corporation , which was combined with
MDS Sciex to form MDS Analytical Technologies. (See Note 4)

The Company’s customers inctude a broad range of manufacwurers of medical products including pharmaceutical
manufacturers, bivtechnology companies, and manufacturers of medical supplies and devices, in addition to academic
and government institutions, These customers are located in essentially all major internadonal markets.

2. Changes Affecting Fiscat 2007 Consolidated Financial Statements

a) Change in reporting currency and generally accepted accounting principles

As a Canadian-based company, MDS historically has prepared its consolidated financial statements in Canadian dollars
in conformity with accounting principles generally accepted in Canada and has also provided a reconciliation to United
States (US) generally accepted accounting principles (GAAP).

To enhance its communication with its sharcholders, improve comparability of financial information with its
competitors and peer group, and promote a common financial language within MDS, beginning with its fiscal 2007 year-
end, the Company adopted the US dollar as its reporting currency and US GAATP as its primary reportng standard for
the presentation of its consolidated financial statements. All comparative financial information contained herein has
been revised to reflect the Company’s results as if they had been historically reported in US dolars and in accordance
with US GAAP (See Note 27—Canadian GAAP Supplemental Information).

All revenues, expenses and cash flows for each year were translated into the reporting currency using average rates for
the year, or the rates in effect at the date of the transaction for significant ransactions. Assets and Habilities were
translated using the exchange rate at the end of cach year. All resulting exchange differences are reported as a separate
component of accumulated other comprehensive income. The functional currency of each of the Company’s operatons
is unchanged. Assets and liabilidies of the Company’s operations having a functional currency other than US dollars are
consolidated and translated into US dollars using the exchange rate in effect at the end of the period, and revenues and
expenses are translated at the average rate during the period.

The cumulative impact of the change in reporting currency was to increase the cumulative tanslation adjustment by

$371 million through October 31, 2006.

1n additdon, in adopting US GAAP, the Company has changed its accounting policy for non-refundable investment tax
credits (ITCs). In these consolidated financial statements, the Company has recorded non-refundable I'TCs as a
reduction in income tax expense for the year in which the I'TC is recognized. Previously, the Company recorded non-
refundable ITCs as a reduction of the related expenditure. Management believes this accounting policy change will make
the Company’s reporting of ITCs consistent with the majority of other companies.

There is no impact on net income from continuing operations, earnings per share, or retained earnings of any period as a
result of this change. This change in policy increased (decreased) other lines on the statements of operations as follows:

2007 2006 2005
Direct cost of services 3 6 3 12 3 6
Research and development 5 7 4
Other expense — net 6 27 -
Current income taxes {17) (46) (10)

b) Correction of prior period figures
As a result of adopting US GAAP as the primary reporting standard for the Company, management has determined chat
investment fax credits (ITCs) having an after-tax value of $13 million realized in irg fiscal year ended Qcrober 31, 2001
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[All tabular amounts in millions of US dollars, except where noted)

and resulting from its acquisition of Phoenix International Life Sciences Inc. in the previous year had not been identified
as a net income reconcihiation item in the GAAP reconciliation note for fiscal 2001.

Under Canadian GAAP, acquired ITCs that are determined to have nil value for purposes of purchase price allocation
are, if subsequently realized, recorded as income. Under US GAAP, such acquired TTCs are recorded when realized as a
reduction in goodwill arising from thart prior period acquisition. This item should therefore have been identified as a US
GAAP net income reconciliaton item in fiscal 2001, In subsequent periods, the reported amount of goodwill and
retained earnings for US GAAP purposes were likewise overstated by this amount. The Company has corrected this
error by restating opening retained earnings for fiscal 2005 in the 2ccompanying consolidated statement of shareholders’
equity and reducing the carrying value of goodwill by $13 million. The impact of this restatement has been similarly
reflected for subsequent periods.

¢) Other adjustments

MDS has adopted the provisions of Staff Accounting Bulletin No. 108 — Considering the Effects of Prior Year Mirstatements
when Quantifying Misstatements in Current Year Financial Statements. In accordance with the provisions of SAB No. 108, the
Company has recorded a cumulative adjustment to correct the treatment of certain deferred charges and related income
tax expenses. The adjustments resulted in an increase in fiscal 2005 opening retained earnings of §2 million and an
adjustment to the tax expense associated with prior year deferred charges that reduced fiscal 2003 opening retained
earnings by $4 million. The cumulative net effect of these adjustments on retained earnings as at November 1, 2004 is a
reduction of $2 million, In addition, the Company has recorded a $6 million reducdon in November 1, 2004 reained
earnings and a corresponding increase in additional paid-in capital to correct an amount that had previously been
misclassified in the continuity of retained earnings.

The impact of each of these adjustments is considered to be immaterial on all reported pertods. Aside from the impact
on opening retained earnings for fiscal 2005, these adjustments had no impact on other figures for the periods contained
in these consolidated financial statements.

3. Summary of Significant Accounting Policies

Basis of presentation

The consolidared financial statemenis have been prepared by the Company in US dollars and in accordance with US
GAAP applied on a consistent basis. These policies are consistent with accounting policies generally accepted in Canada
(Canadian GAAP) in all macerial respects except as described in Note 27,

Principles of consolidation

The consolidated financial statements include the accounts of all entities controlled by the Company, which are referred
to as subsidiaries. The Company has no interests in variable interest entities of which the Company is the primary
beneficiary. All significant inter-company accounts and transactions have been eliminared.

The equity method of accounting is used for investments in entities for which the Company does not have the ability to
exercise control, but has significant influence, and entties which are jointy owned and controlled {referred to as joint
ventures).

Use of estimates

The preparation of the consolidated financial statements in conformity with US GAAP requires management to make
estimates and assumnptions. These estimates and assumptons affect the reported amounts of assers and liabilites and
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenue and expenses during the reporting period. Estimates are used in accountng for, among other items,
revenues from long-term contracts, inventory valuation, residual values of leased assets, allowance for credit losses on
receivables, the amount and timing of future cash flows expected to be received on long-term investments, actuarial
assumptions for the pension and other post-employment benefit plans, future cash flows associated with goodwill and
long-lived asset valuations, and environmental and warranty reserves, The Company’s estimates are based on the facts
and circumstances available at the tdme estimates are made, historical experience, risk of loss, general economic
conditions and treads, and the Company’s assessments of the probable future outcomes of these marters. Actual results
could differ from those estimates. Estimates and assumptions are reviewed periodically, and the effects of changes, if
any, are reflected in the consolidated statement of operations in the period that they are determined.
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Cash and cash equivalents

Cash and cash equivalents include cash on hand, balances with banks, demand deposits, and investments with maturities
of three months or less at the time the investment is made. The fair value of cash and cash equivalents approximates the
amounts showrn in the consolidated financial statements.

Short-term investments
Short-term investments are investments with original maturities of greater than three months and less than one vear at
the time the invesument is made.

The Company accounts for its short-term investments in accordance with SFAS No. 115, “Accounting for Cerrain
Investments in Debt and Equity Securities.” Short-term investments included securities that are classified as available-
for-sale and are reported at fair value,

Realized gains and losses on securities are included in income and are determined using the specific identification
method. Unrealized holding gains and losses on secutities classified as available-for-sale are excluded from income and
are reported in accumulated other comprehensive income, net of related income taxes.

Allowance for doubtful accounts

The Company maintains bad debt reserves based on a variety of factors, including the lengzh of time the receivables are
past due, macroeconomic conditions, significant one-time events, historical experience and the financial condition of
customets. The Company records a specific reserve for individual accounts when it becomes aware of a customer’s
inability to meet its financial obligations, such as in the case of bankruprey filings or deterioration in the customer’s
operating results or financial posidon. If circumstances related to a customer change, the Company would further adjust
estimates of the recoverability of receivables.

Inventories

Inventoties of raw materials and supplies are recorded at the lower of cost, determined on a first-in, first-out (FIFO)
basis, or market. Finished goods and work in process include the cost of material, labor and manufacruring overhead
and are recorded on a FIFO basis at the lower of cost or marker.

Property, plant, and equipment

Property, plant and equipment, including assers under capital leases, are carried in the accounts at cost less accumulared
depreciation. Gains and losses arising on the disposal of individual assets are recognized in income in the period of
disposal.

The costs associated with modifications to facilities owned by others to permit isotope production are deferred and
recorded as facility modifications and amortized over the expected contractual production.

Costs, including financing charges and certain design, construction and installation costs, related 1o assets thar are under
construction and are in the process of being readied for their intended use are recorded as constructon in progress and
are not subject to depreciation.

Depteciation, which is recorded from the date on which each asset is placed into service, is generally provided for on a
straight-line basis over the estimated useful lives of the property, plant and equipment as follows:

Buildings 25 — 40 years

Equipment 3 — 10 vears

Furniture and fixwres 3 — 10 years

Computer systems 3 -7 years

lLeaseholds improvements Term of the lease plus renewal periods, when renewal is reasonably assured

Capitalized software

The Company accounts for internal-use software in accordance with the provisions of AICPA Statement of Position
(SOP) No. 98-1, “Accounting for the Costs of Computer Software Developed or Obrained for Internal Use”, which
requires capitalization of certain internal and external costs incurred to acquire or create internal use sofrware, principally
related to software coding, designing system interfaces, and installation and testing of the software. Costs incutred in the
preliminary project stage and the post-implementation stage are expensed as incurred. ‘The Company amortizes
capitalized costs using the straight-line method over the estimated useful life of the software, generally over a period of
three to seven years.
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Goodwill

All business combinations are accounted for using the purchase method. Goodwill represents the excess of the
purchase price and related costs over the fair value assigned to the net tangible and inrangible assets of the business
acquired. In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, goodwill is not amortized but is
tested for impairment, at least annually, at the business segment level,

An assessment of the recoverability of goodwill is performed by the Company each fiscal year. This same impairment
test will be performed at other times during the course of the year should an event occur which suggests thar the
recoverability of goodwill should be reconsidered.

Intangible assets

Intangible assets consist of acquired technology, brands, acquired supply agreements and license rights. Intangible assets
acquired through asset acquisitions ot business combinatons and are inidally recognized at fair value based on an
allocation of the purchase price.

Supply agreements and license rights are amortized on a straight-line basis over their vseful life, which is the term of the
supply agreement or license right, Acquired technology represents the value of proprietary “know-how” that was
technologically feasible as of the acquisidon date. Acquired technology is amortized on a straight-line basis over its
estimated useful life, which ranges between two and seven years.

Brands represent the value placed on a corporate brand as well as the product brands used to promote the Company and
its products in the marketplace. The acquired brands have definite lives and are amortized on a straight line basis over
their estimated useful life,

The Company evaluates the reasonableness of the estimated useful lives of these intangible assets on an annual basis.

In accordance with SFAS No. 141 “Business Combinations”, MDS immediately expenses acquired in-process research
and development.

Impairment of long-lived assets

The Company evaluates the carrying value of long-lived assets, including property, plant and equipment, for potential
impairment when events and circumstances warrane a review in accordance with SFAS No. 144, “Accounting for
Impairment or Disposal of Long-Lived Assets”, Factors thar the Company considers important that could trigger an
impairment review include, but are not limited to, significant underperformance relative to historical or projected future
operating results, significant changes in the manner of use of the acquired assets or the strategy for the Company’s
overall business, significant negative industry or economic trends, a significant decline in the Company's stock price for a
sustained period, and the Company’s market capiralization relative to its net book value.

The carrying value of a long-lived asset is considered impaired when the anticipated nct recoverable amount of the asset
is less than its carrying value. In that event, a loss is recognized in an amount equal to the difference between the
carrying value and fair value less costs of disposal by a charge o income. The anticipated net recoverable amount for a
long-lived asset is an amount equal to the anticipated undiscounted cash flows net of directly attributable general and
administration costs, carrying costs, and incomne taxes, plus the expected residual value, if any.

When required, the fair values of long-lived assets are estimated using accepted valuation methodologies, such as
discounted future net cash flows, earnings multiples, or prices for similar assets, whichever is most appropriate under the
circumstances.,

Long-term investments

The Company accounts for long-term investments where it has the ability to exercise significant influence using the
equity method of accounting in accordance with Accounting Principles Board Opinion (APB) No.18, “The Equity
Method of Accounting for Investments in Common Stock.”. In situations where the Company does not exercise
significant influence over a long-term investee that is not publicly listed, the investments are recorded ar cost.
Investments in public companies are accounted for at fair value. The Company periodically reviews these investments
for impairment. In the event the carrying value of an investment exceeds its fair value and the decline in fair value is
determined to be other than temporary, the Company writes down the value of the investment to its fair value.
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Leases

Leases entered into by the Company in which substantially all of the benefits and risks of ownership are wransferred to
the Company are recorded as obligatons under capital leases, and under the corresponding category of property, plant
and equipment. Obligadons under capital leases reflect the present value of future lease payments, discounted at an
approptiate interest rate, and are reduced by rental payments net of imputed interest. Property, plant, and equipment
under capital leases is depreciated based on the useful life of the asser. All other leases are classified as operating leases
and leasing costs, including any rent holidays, leasehold incentives, and rent concessions, are amortized on a straight-line
basis over the lease term.

Revenue recognition

Revenues are recorded when ttle to goods passes or services are provided to castomers, the price is fixed or
determinable, and collection is reasonably assured. For the majority of product revenues, ttle passes to the buyer at the
time of shipment and revenue is recorded at that ime.

Certain services are provided to customers on a per-unit pricing basis. Revenues for such services are recognized when
the service has been performed and a contractual right to bill exists.

A signiftcant portion of the Company’s pharmaceutical research services revenues are provided under the terms of long-
term contracts that can extend from several months to several years. Revenues on these contracts are recognized using
the percentage-of-completion method based on a proportional performance basis using output as a measure of
performance. Losses, if any, on these contracts are provided for in full at the dme such losses are identified. Services
performed in advance of billings are recorded as unbilled revenue pursuant to the contractual terms. In general,
amounts become billable upon the achievement of certain milestones or in accordance with predetermined payment
schedules. Changes in the scope of work generally result in a renegotiation of contract terms. Renegotiated amounts are
not included in net revenues until earned and realization is assured. Billings in excess of services performed to date or in
excess of costs plus estimated profits on contracts in progress are recorded as deferred revenue, Customer advances on
contracts in progress are shown as liabilities,

The Company recognizes revenue and related costs for arrangements with multiple deliverables, such as equipment and
installation, as each element is delivered or completed based upon its relative fair value. If fait value is not available for
any undelivered element, revenue for all elements is deferred until delivery is complered. When a portion of the
customer’s payment is not due untl installation or acceptance, the Company defers that portion of the revenue until
completion of installation or acceprance has been obtained. Revenues for training are deferred until the service is
completed. Revenues for extended service contracts are recognized ratably over the contract period. Provisions for
discounts, warrantles, rebates to customers, returns and other adjustments are provided for in the period the related sales
are recorded.

Reimbursement revenues

In connection with the management of clinical trials, the Company pays, on behalf of its customers, fees to physicians
and medical establishments acting as clinical trial investigators, fees to cerrain volunteers in clinical trials, as well as other
out-of-packet costs for items such as travel, printing, meetings and couriers. The Company is reimbursed at cost,
without mark-up or profit, for these expenditures. In connection with the requirements of the EITF Tssue No. 01-14,
“Income Statement Characterization of Reimbursements Received for "Qut-of-Pocket” Expenses Incurred”, amounts
paid to volunteers and other out-of-pocket costs are reflected in operating expenses as reimbursed expenses, while the
reimbursements due are reported as reimbursement revenues in the consolidated sratements of operations.

Revenue and expense associated with fees paid to investgators and the associared reimbursement are nerted in the
consolidated starements of operatdons because the Company acts as an agent on behalf of the pharmaceutical company
sponsors with regard to investigator payments. During the years ended October 31, 2005, 2006 and 2007, these fees
were approximately $32 million, $38 million and $63 million, respectively.

Warranty costs

A provision for warranties is recognized when the underlying products or services are recorded as revenues, The
provision is based on esnmated future costs using historical labor and material costs to estimate costs thar will be
incurred in the warranty period. As at October 31, 2007, the reserve for warranty costs was 32 million (2006 —
$3 million).
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Stock-based compensation

The Company accounts for its stock-based compensation in accordance with the provisions of SFAS No. 123R, “Share
Based Payment”. The fair value of stock options granted on and after November 1, 2003 is recognized as compensation
expense on a straight-line basis over the applicable stock option vesting period. The expense is included in selling,
general, and administration expenses in the consolidated statements of operations and as additional paid-in capiral
grouped within shareholders” equity on the consolidated statements of financial position. The consideration received on
the exercise of stock options is credited to share capital at the time of exercise along with the associated amount of
additional paid-in capital.

Certain incentive compensation plans of the Company base the determination of compensation to be paid in the future
on the price of the Company’s publicly traded shares at the time of payment. IExpenses related to these plans are
recorded as a liability and charged to income over the period in which the amounts are earned, based on an estimate of
the current fair value of amounts that will be paid in the future.

Pension, post-retirement and other post-employment benefit plans

The Company offers a number of benefit plans that provide pension and other post-retirement benefits. The current
service cost of benefit plans is charged to income. Cost is computed on an actuarial basis using the projected benefits
method and based on management’s best estimates of investment yields, salary escalation and other factors.

The expected costs of post-employment benefits, other than pensions, for active employees are accrued in the
consolidated financial statements during the years in which emplovees provide service 10 the Company. Adjustments
resulting from plan amendments, experience gains and losses, or changes in assumptions are amortized over the
remaining average service term of active employees. Other post-employment benefits are recognized when the event
triggering the obligation occurs.

On October 31, 2007, the Company adopted the recognition and disclosure requirements of SFAS No. 158,
“Employers” Accounting for Defined Benefit Pension and Other Post-Retirement Plans—an amendment of FASB
Statements No. 87, 88, 106, and 132(R)”. This statement requires emplovers that sponsor defined benefit plans to
recognize the funded status of a benefit plan on its balance sheet; recognize gains, losses, and prior service costs or
credits that arise during the period that are not recognized as components of net periodic benefir cost as a component of
accumulated other comprehensive income, net of tax; measure defined benefir plan assets and obligarions as of the date
of the employer’s fiscat year-end balance sheet; and, disclose in the notes o financial statements addidonal information
about certain effects on net periodic benefit cost for the next fiscal year that arise from delayed recognition of the gains
ot losses, priot service costs or credits, and transition assets or obligations.

Research and development (R&D)

The Company conducts various R&D programs and incurs costs related to these activities, including employee
compensation, materials, professional services, facilities costs, and equipment depreciation. R&D costs are expensed in
the periods in which they are incurred.

Income taxes

The Company accounts for income taxes under the liability method according to SFAS No. 109 “Accounting for
Income Taxes”. Deferred tax assets and liabilities are recognized for future tax consequences attributable to differences
between the financial statement carrving amounts of existing assets and liabilities and their respective tax bases. Deferred
rax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The Company provides a valuation allowance
against its deferred tax assets when it believes that it is more likely than not that the asset will not be realized.

Investment tax credits relared to the acquisition of assets are deferred and amortized to income on the same basis as the
related assets, while those related to current expenses are included in the determination of income for the year. All non-
refundable investment tax credits recognized in income are recorded as a reduction in income tax expense for the year.

Refundable tax credits are recorded as a reduction in the related expense.

Earnings per share
Basic earnings per share is calculated by dividing net income by the weighted average number of common shares
outstanding during the year.

Diluted earnings per share has been calculated using the treasury stock method, by dividing net income available to
common shareholders by the sum of the weighted average number of common shares outstanding and all addirional
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common shares that would have been ourstanding shares arising from the exercise of potentally dilutive stock options
during the year. This method computes the number of incremental shares by assuming the outstanding stock options
are exercised, then reduced by the number of common shares assumed to be repurchased from the toral of issuance
proceeds plus future period compensation expense on options granted on or after November 1, 2003, using the average
market price of the Company’s common shares during the applicable period.

Foreign currency translation

Although the company reports its financial results in US dollars, the functional currency of the Company’s Canadian
operations is Canadian dollars and the functonal currencies of the Company’s foreign subsidiaries are their local
currencies. In accordance with SFAS No. 52, “Foreign Currency Translation”, the financial statements of these
subsidiaries are transhated into U.S. dollars as follows: assets and labilities at year-end exchange rates; revenues, expenses
and cash flows at average exchange rates for the period; and the Company’s net investment in foreign subsidiaries at
historical exchange rares. The resulting ransladon adjustment is recorded as 2 component of accumnulated other
comprehensive income in the accompanying statement of financial position. Exchange gains and losses on foreign
currency transactions are recorded in income. The Company recorded an exchange loss in the consolidated statements
of operations of $16 million in 2007, 33 million in 2006, and $1 million in 2005.

Exchange gains or losses arising on translation of the Company's aet equity investments in these foreign subsidiaties and
those arising on translation of foreign currency long-term liabilities designated as hedges of these investments are
recorded as other comprehensive income, Upon reduction of the Company’s investment in the foreign subsidiary, due
to a sale or complete or substantally complete liquidation, the amount included in accumulated other comprehensive
income is recognized in income,

Derivative financial instruments

The Company operates globally, which gives rise to risks that its income and cash flows may be adversely impacred by
fluctuations in foreign exchange rates and interest rawes. In order to manage or hedge these rsks, the Company enters
into foreign currency forward contracts, foreign currency option contracts, and interest rate swap contracts. These are
considered to be derivative financial instruments. The Company does not use derivative financial instruments for trading
or speculative purposes.

When dertvatives are designated as hedges, the Company classifies them either as: (i) hedges of the change in the fair
value of recognized assets or liabilides or firm commitments (fair value hedges); (i) hedges of the variability in highly
probable future cash flows attributable to a recognized asset or liability, or a forecasted transaction (cash flow hedges); or
(iti) hedges of net investments in a foreign operation (net investment hedges).

The effective portion of foreign currency gains and losses on contracts used to hedge anticipated foreign currency
denominated sales are recognized as an adjustment to revenues when the sale is recorded.

Interest rate swap contracts may be used as part of the Company’s program to manage the fixed and floating interest rate
mix of the Company’s total debt portfolic and the overall cost of borrowing. Interest rate contracts involve the periodic
exchange of payments without the exchange of the notional principal amount upon which the payments are based. The
effective portion, if any, of the change in derivadve fair value is included in accumulated ather comprehensive income
until the hedged transactions occur. At that time, the amount is reclassifted into income. The change in the derivative’s
fair value atuributable to the ineffective portion, together with the time value that is excluded from the assessment of
effectveness, is included in earnings in the period.

The Company documents all relationships berween hedging instruments and hedged items contemporanecusly, at the
inception of the hedge as well as the fsk management objectives and strategy for undertaking various hedge
transactions, This process includes linking all derivatives to specific assets and liabilides on the consolidated statements
of financial position or to specific firm commitments or forecasted transactions. The Company also assesses, both at
the inception of the hedge and on an ongoing basis, whether the derivatives that are used are effective in offsetting
changes in the fair values or the cash flows of hedged items,

The Company records derivatives as assets and liabilities measured at fair value., For a derivative designated as a fair
value hedge, changes in the fair value of the derivative and of the hedged item artributable to the hedged risk are
recopnized in income in the period in which the changes occur. For a derivative designated as a cash flow hedge, the
effective portions of changes in the fair value of the derivative are recorded in accumulated other comprehensive income
and are recognized in income when the hedged item affects the statements of operations Ineffective portions of
changes in the fair value of the derivadve in a cash flow hedge are recognized in other income (expense} in the period in
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which the changes occur. 1f the derivative has not been designated as an accounting hedge relatonship or ifa
designated hedging relationship is no longer highly effective, changes in the fair value of the denivanve are recognized in
income beginning in the period in which the changes occur,

When a fair value hedging relationship is terminared upon the sale of a derivative, or the hedging relationship is de-
designated, the fair value basis adjustment recorded on the hedged irem is recognized in the same manner as the other
components of the hedged item. For a cash flow hedge that is terminated because the derivative is sold, expired or the
relationship is de-designated, the unrealized gain on loss remains in accumulated other comprehensive income until the
hedged item affects the statement of operations. 1f a cash flow or fair value hedging relationship is terminated because
the underlying hedged item is repaid or is sold, ot it is no longer probable that the hedged forecasted transaction will
occur, the accumulated balance in the accumulated other comprehensive income or the fair value basis adjustment
recorded on the hedged item is recorded immediately in income.

Non-monetary transactions

In accordance with SFAS 153-“Exchanges of Non-Monetary Assets”, all non-monetary transactions are measured at the
fair value of the asset surrendeted or the asset received, whichever is more reliable, untess the transaction lacks
commercial substance. The commercial substance requirement is met when the future cash flows are expected 1o
change significantly as a result of the transaction. (See note 12 (i)).

Comprehensive income

The Company accounts for comprehensive income in accordance with SFAS No. 130, “Reperting Comprehensive
Income.” As it refates 1o the Company, comprehensive income is defined as net income plus the sum of the changes in
unrealized gains (losses) on derivarives designated as cash flow hedges, unrealized gains (Josses) on transtation of debt
designated as a hedge of the net investment in self-sustaining foreign subsidiaries, foreign currency wanslation gains
(losses) on self-sustaining foreign subsidiaties and an unrealized gain on translation resulting from the application of U.S.
dollar reporting and is presented in the consolidated statements of sharcholders” equity, net of income tax.

Recent pronouncements

On October 31, 2007, the Company adopted the recognition and disclosure requirements of SFAS No. 158,
“Employers’ accountng for Defined Benefit Plans and Other Post-retirement Benefits” - an amendment of FASB
Starements No. 87, 88, 106, and 132(R)”. This statement requites emplovers that sponsor defined benefit plans to
recognize the funded status of a benefit plan on its balance sheet; recognize gains, losses and prior service costs or
credits that arise during the period that are not recognized as components of net periodic benefit cost as a component of
accumulated other comprehensive income, net of tax; measure defined benefit plan assets and obligations as of the dare
of the employer’s fiscal vear-end balance shee; and disclose in the nores o financial statements additional information
about certain effects on net periodic benefit cost for the next fiscal year that arise from delayed recognition of the gains
or losses, prior service costs or credits, and transition asscts or obligations.

In September 2006, the SEC issued SAB No. 108, “Considering the Effects of Pror Year Misstatements when
Quantifying Misstarements in Current Year Financial Statements™. SAB 108 provides guidance on the consideration of
the effects of prior year misstatements in quantifying current year misstatements for the purpose of a materiality
assessment. SAB 108 establishes an approach that requires quaniification of financial statement errors based on the
effects of each of the Company’s statement of financial positon and statement of operations and the related financial
statement disclosures. The Company applied the provisions of SAB 108 effective for its fiscal 2007 year-end. The
impact of its adoption on the consolidated results of operations and financial condition are described in note 2.

In July 2006, the FASB issued FASB interpretation (“FIN) No. 48 , “Accounting for Uncerrainty in Income Taxes, an
interpretation of FASB Statement No. 109”. FIN 48 clarifies the accounting for uncerainty in income taxes by
preseribing the recognidon threshold a tax position is required to meet before being recognized in the consolidated
financial statements. It also provides guidance on de-recognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006 and is
required to be adopted by the Company in the first quarter of fiscal 2008. The cumulative effects, if any, of applying
FIN 48 will be recorded as an adjustment to retained earnings as of the beginning of the period of adoption. The
Company is currently evaluating the effects that the adoption of FIN 48 will have on its consolidared results of
operations and financial condition and is not yet in a position to determine such effects.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements™. SEFAS 157 provides guidance for
using fair value to measure assets and liabilides. It also responds to investors’ requests for expanded information abour
the extent to which companies measure assets and liabiliics at fair value, the informartion used ro measure fair value, and
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the effect of fair value measurements on earings. SFAS 157 applies whenever other standards require (or permic} assets
or liabilities to be measured at fair value, and does not expand the use of fair value in any new circumstances. SFAS 157
is effective for financial statements issued for fiscal years beginning after November 15, 2007 and is required to be
adopted by the Company in the first quarter of fiscal 2009. The Company is currently evaluating the effects that the
adoption of SFAS 157 will have on its consolidated results of operations and financial conditdon and is not yetin a
position to determine such effects.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities—Including an amendment of FASB Statement No. 115”.This Statement permits entities to choose to
measure many financial instruments and cerrain other irems at fair value. The objective is to improve financial reporting
by providing entities with the opportunity to mitigate volatility in reported earnings caused by measuring related assets
and labilities differently without having to apply complex hedge accounting provisions. The Company is required to
adopt the provisions of SFAS 159 effective for its 2009 fiscal vear and is currendy evaluating the effect that the adoption
of SFAS 159 will have on its results of operations and financial condition and is not yet in a position to determine such
effects,

In December 2007, the FASB issued SFAS No. 141(R), *“Business Combinations”. The objective of this Statement is to
improve the relevance, representational faithfulness, and comparability of the information that a reporting entiry
provides in its financial reports about a business combination and its effects. To accomplish that, this Statement
establishes principles and requirements for how the acquirer: a) recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the acquiree including stgnificant
limitations on the costs that may be accrued as part of the purchase accounting; b} recognizes and measures the goodwill
acquired in the business combination or a gain from a bargain purchase; €) determines what information to disclose w
enable users of the financial statements to evaluate the nature and financial effects of the business combination. The
Company is required to adopt the provisions of SFAS 141(R) effective for acquisitions occurring after October 31, 2009.

In December 2007, the FASB issued SFAS No. 160, “Non-controlling Interests in Consolidated Financial Statements—
an amendment of ARB No. 517 The objective of this Statement is to improve the relevance, comparability, and
transpatrency of the financial information that a reporting entity provides in its consolidated financial statements relaced
to the non-controlling interest held by others in endties that are consolidated by the reporting envty. Although the
Company is required to adopt the provisions of SFAS No. 160 in 1ts fiscal 2010 year, MDS does not currentiy
consolidate entides with material non-controlling interests and the provisions of SIFAS 160 are not expected to have a
material impact on its resulis of operations and financial condirion.

4.  Acquisitions

a. Molecular Devices Corporation

On Match 20, 2007, the Company completed a tender offer which resulted in the Company acquiting 100% of the
shares of Molecular Devices Corporadon (MDC), a California-based company with global operations. MDC designs,
develops, manufactures, sells and services bioanalytical measurement systems that accelerate and improve drug discovery
and other life sciences research. The Company acquired MDC primarily to add their leading-edge products 10 those of
MDS Sciex to strengthen the Company’s position as one of the top global providers of analytical instrumentation and
related products marketed to life sciences customers. The operations for this acquisition are reported within the results
of the Company’s newly formed MDS Analytical Technologies segment (which combines MDC with the previous
analytical instruments segment) in the consolidated financial statements from the acquisidon date.

The aggregate purchase consideration {net of cash acquired of $21 million} was approximately $600 million, paid in cash
from existing cash on hand. Included in the consideradion is a $27 million cash cost to buy back outstanding in-the-
money options of MDC at the closing date of the acquisition. Direct and incremental third party acquisition costs
associated with the acquisition and included in the aggregate purchase consideration of 3600 million were approximately
$7 million.

The acyuisition has been accounted for as a purchase in accordance with SFAS No. 141, and the Company has
accordingly allocated the purchase price of the acquisition based upon the preliminary estimate of the fair values of the
assets acquired and habilides assumed, pending completion of a comprehensive valuatdon. The purchase price and
related allocations have not been finalized and may be revised as a result of adjustments made ro the purchase price as
additional information becomes available. [n connection with determining the preliminary fair value of the assets
acquired and Labilities assumed, management performed assessments of assets and liabilities using customary valuation
procedures and techniques.
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b. SkeleTech, Inc,

Effective August 4, 2005, the Company acquired 100% of the outstanding shares of SkeleTech, Inc. (SkeleTech), a
therapeutically focused contract research organization providing preclinical discovery and development services in bone
and central nervous system biologies. The aggregate purchase consideration was approximately $6 million paid in cash
and an additional $1 million was paid to the vendors based on profirability levels attained in 2006.

The acquisiton has been accounted for as a purchase in accordance with SFAS No. 141, “Business Combinations”, and
the purchase price was allocated to the net assets acquired based on fair values.

The cost of the acquisitions described above has been allocated on a basis on the acquisition dates as follows:

Molecular

Devices SkeleTech

(2007) {2005)

Net tangible assets $ 15 g 1
Developed technologies {five-year weighted average useful life) 161 -
Brands 60 -
Goodwill (non-tax deducdble) 364 5
‘Total purchase price $ 600 g 6

The following rable summarizes the components of the net tangible assets acquired at fair value:

Molecular
Devices SkeleTech
(2007) {2005)
Inventories $ 40 $ -
Property, plant and equipment 12 1
Other assets and liabilides, net (37) -
Net tangible assets acquired $ 15 3 1

Other assets and liabilities for MDC include $25 million of acquired net deferred rax liabilides and a charge of
$8 million to eliminate redundant positions and consolidate redundant facilities over the course of the next year.

¢. Pro forma information (unaudited)
The following unaudited pro forma information is provided for MDS agsuming the acquisiion of MDC occurred on
November 1, 2006 and November 1, 2005, respectively.

2007 2006

Net revenues $ 1,283 S 1,244

Loss from continuing operations, net of income taxes (55) (10

Income from discontinued operations, net of income taxes 806 98

Net income 751 48
Earnings per share

Basic $ 5.70 $ 0.61

Diluted $ 5.68 ) 0.61

The information presented above is for illustrative purposes only and is not indicatve of the results that would have
been achieved had the acquisition taken place as of the beginning of the end of the earliest period presented.

The unaudited pro forma information reflects interest on the purchase price calculated ar the Company’s short-term
investments rates for the period prior to the acquisition date for the respective periods. The pro forma net income for
the years ended October 31, 2007 and 2006 include $11 million and $27 million, respectvely of depreciation and
amortization of idenrifiable intangible assers.
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5. Divestitures and Discontinued Operations

In 2005, the Board of Directors of the Company approved a strategic plan to focus the Company on its Life Sciences
businesses and to close or divest of businesses that were not strategic to this plan. As a result, the Company rectassified
its distribution business, its diagnostics businesses, and certain carly-stage pharmaceutical research services businesses as
discontinued operations.

During 2005, the Company ceased operations in the generic radiopharmaceutical business and completed the sale of its
sole remaining US diagnostics operation and achieved final settlement of outstanding issues related to the sale of some
US diagnostics businesses that occurred in 2004,

During 2006, the Company completed the sale of its 50% interest in Source Medical Corporation; its 26% interest in
Calgary Laboratory Services; and various pharmaceurical services operatons. As a result of these transactions, the
Company received proceeds from the sale of discontinued operations and other businesses totaling 378 million and
recorded a net gain of $24 million in 2006. Goodwill associated with the sale of the discontinued operations in 20006
amounted to 324 million,

On February 26, 2007, the Company completed the sale of its Canadian diagnostic services business, MDS Diagnostic
Services, ro Borealis Infrastructure Management Inc. for gross proceeds of C$1.325 billion. The sale was structured as an
asset purchase transaction and after provision for taxes, expenses and amounts attributable to minority interests, resulted
in net proceeds of $ 988 million, comprising 3929 million in cash and $65 million in an unconditional non-interest
bearing note payable in March 2009 (sce note 10 (b)), This note was recorded at an effective interest rate of 4.4% and
had a book value of 359 million. Included in income from discontinued operations is a gain of $791 million net of
income taxes on the transaction, which the Company recorded in the second quarter. Goodwill associated with the sale
of the diagnostic services business amounted to $56 million,

The operating results of the businesses noted above have been reported as income from discontinued operations on the
consolidated statements of operadons. Figures for 2005 and 2006 have been revised to reflect this presentation. The
results of the discontinued operations for the years ended October 31 were as follows:

2007 2006 2005
Net revenues $ 95 5 362§ 555
Cost of revenues {57) (225} (392)
Selling, general and administration (16) (33 (95)
Depreciadon and amortizadon - (1 (12)
Goodwill write-down - - (13}
Restructuring charges! - (N (9)
Other expenses - &)
Operating income $ 2 3 703 34
Gain on sate of discontnued operations 904 24
Interest expense - - ()
Dividend and interest income 1 2 3
[ncome taxes (117 7 0!
Minority interest (5) 8 0)
Equity earnings 1 3 2
Income from discontinued operations $ 806 § 98 3§ 22

" Included in the income from discontinued aperations are net restructuring charges for 2005 and 2006 assocated with workforre reductions.

In accordance with SFAS No, 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”, long-lived
assets classified as held for sale are measured at the lower of cost and fair value less costs to sell. Long-lived assets to be
disposed of other than by sale are classified as held and used until disposed. The Company classified certain operations
as held for sale in accordance with this Statement.
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The following rable details the assets and liabilities related to the discontinued operations as at October 31, 2006:

2006
Assets of discontinued operations
Accounts receivable, net 3 31
Inventories, net
Prepaid expenses and other 3
Property, plant and equipment, net 28
Deferred rax assets 63
Long-term invesiments and other 13
Goodwill 54
Intangible assets, net 1
Assets of discontinued operations 3 196
Liabilities of discontinued operations
Accounts payable and accrued liabilites S 33
Long-term debt 4
Other long-term obligadons 6
Deferred tax liabilities 55
Minonty interest 16
Liabilines of discontinued operations 3 114

6. Short-Term Investments

As at October 31, 2007, short-term investments consisted of bankers” acceptances and treasury bills amounting to $102
million (2006 — $135 million) with interest rates of approximately 4.5% and maturity dates between November 2007 and
April 2008 (2006 — November 2006 and May 2007).

7. Accounts Receivable

2007 2006

Trade accounts receivable $ 238 3§ 197

Other recetvables 54 31

292 228

Allowance for doubtful accounts (5) )

Accounts receivable, net $ 287 3 224
8. Inventories

2007 2006

Raw materials and supplies $ 83 3 55

Work-in process k%) 17

Finished goods 26 16

143 88

Allowance for excess and obsolete inventory {15) )]

[nventory, net $ 128§ 80

During 2006, the Company sold inventory having a net book value of $47 million to Atomic Energy of Canada Limited
(AECL) as part of a legal settlemnent (see Note 12()).
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9. Property, Plant and Equipment i

2007 2006
Accumulated Accumulated
Cost Depreciation Cost Depreciation
Land $ 25§ - S 24§ -
Buildings 176 60 154 47
Equipment 266 182 210 135
Furniture and fixrures 29 22 22 16
Computer systems 145 77 111 46
leaseholds 60 33 45 18
Facility modifications 30 15 25 10
Construction in progress 44 - 9 -
175 389 606 272
Accurnulated depreciation (389) 273
Property, plant and equipment,
net $ 386 $ 334

Included in property, plant and equipment are assets under capital leases as follows:

2007 2006
Accumulated Accumulated
Cost Depreciation Cost Depreciaton
Buildings $ 15 % 6 3 15 3 4
Computer systems 3 2 4 -
18 3 8 19 4
Accumulated depreciation 3 ()
$ 10 3 i5

During the vear, depreciadon expense of $4 million (2006 — $1 million; 2005 — $1 million) was recorded on assets under
capital ieases.

Computer systems inciude capitalized software having a net book value of $35 million {2006 — 343 million).
Amortization charges associated with capitalized software were $8 million for 2007 (2006 — 38 million; 2005 —

$2 million).

In 20006, the Company transferred assets recorded in construction in progress and having a net book value at
Ocrober 31, 2006 of 3350 million to AECL as part of a legal setdement (see Note 12(1)).

10. Long-Term Investments and Other

2007 2006
Financial instrument pledged as security on long-term debt (nose 14) $ 46 3 39
Long-term notes receivable 125 50 :
Equity investments 10 3 !
Iavestments in joint ventures 38 32
Available for sale investments 24 3
Deferred pension assets 39 18
Other long-term investments 4 -
Venture capital investments 4 3
Long-term investments $ 290 3 176
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a. Fair value

The financial instrument pledged as security on long-term debt, which is classified as held to maturity, and the long-term
notes receivable, have fair values that approximate their carrying value, Other long-term investments, excluding those
classified as available for sale, are recorded at cost.

b. Long-term notes receivable

In 2006, as a result of a comprehensive mediation process that resulted in an exchange of assets berween the Company
and AECL related to the MAPLE reactor project, a long-term note receivable for 338 million was received by the
Company (see Note 12(1)). This non-interest bearing note receivable is repayable over four years commencing in 2008,
The note receivable is net of an unamortized discount based on an imputed interest rawe of 4.5%. The note receivable
will be accreted up to its face amount of C$53 million over a petiod of four years. Long-rerm notes receivable also
include amounis due related to the sale of MDS Diagnostics Services (see Note 5),

c. Equity investments and joint ventures

2007 2006
Hemosol Corp. $ - 5 11
Lumira Capital Corp 10 15
Iconix Biosciences, Inc - 3
Other long-term investments - 2
Equity investments 10 31
MDS Sciex joint ventures 38 32
Equity investments and joint ventures $ 48 § 63

The Company accounts for its investments in significantly influenced companies and joint venwres using the equity
method of accounting,

() The Company previously owned 25.4% of the outstanding share capiral of Hemosol Corp. In 2005, the
Company’s share of the investee’s losses exceeded the carrving amount of the investment, and a §6 million
equity loss adjustment was recorded. In 2005, Hemosol Corp. filed for receivership and, as a resulr, the
Company's guarantee of the bank debt of Hemosol Corp. was called by the bank and paid by the Company
(see also Note 23), During 2007, the Company sold its debt interest in Hemosol and recorded a gain of
$2 million that was recorded in other expense, net.

(iiy The Company owns 45.7% of the outstanding share capiral of Lumira Capital Corp (Lumira - formerly MDS
Capital Corp.). Lumira is an investment fund management company that also has long-term investmenus in
development-stage enterprises that have not yer earned significant revenues from their intended business
activites or established their commercial viability. The recovery of invested amounts and the realization of
investment returns is dependent upon the successful resolution of scientific, regulatory, competitive, political
and other risk factors, as well as the eventual commercial success of these enterprises. These investments are
subject to measurement uncertainty, and adverse developments could result in further write-downs of the
carrying values. In 2007, the Company wrote down this investment to its estimated fair value and recorded a
provision of 36 million in other expense,

(i) Asat Qctober 31, 2006, Company owned convertible debt and 17% of the outstanding share capital of

) Iconix Bioscience Inc. (Iconix). In addition, as at October 31, 2006, the Company had a sccured 6%
convertible promissory note receivable amounting to 37 million. This note related to funding requirements
of the investee for operations and mamred on December 31, 2007. During 2007, MDS converted a portion
of its debt interest in Teonix into preferred shares and immediately thereafier exchanged its equity interest in
Iconix for common shares of Entelos Inc., a US-based public company (“Entelos™), under the terms of 2
metget agreement between Iconix and Entelos. MIDS received 6.5 million common shares in Entelos on
closing of the transaction having a market value of $4 million, In additon, the Company may earn further
common shares of Entelos under the terms of a twelve-month earn-out agreement. Entelos also assumed the
remaining $1.5 million dollars of long-term debt owed by Iconix to MDS. This long term debt was repaid on
December 31, 2007 and bears interest at 7% per annum. This transaction was recorded as a non-monetary
transaction at estimated fair value. The investment in Entelos is included in long-term investments as
available for sale.
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MDS portion of the net income Total income (loss)
(lossy of equity investments of equity investments
2007 2006 2005 2007 2006 2005
Hemosol Inc. $ - 3 - % G) $ I -8 (54)
Lumira Capiral Corp. - (4 - - (5) -
Iconix - () - - &) 3
MDS Sciex joint ventures 53 54 46 104 106 96
Totals $ 53 % 49 3 41  $ 104 8 9 8 39
MDS portion of the retained Total retained
earnings earnings (deficity of
{deficir) of equity investments equity investments
2007 2006 2005 2007 2006 2005
Hemosol Inc. $ - 3 - 3 - 8 - 3 - 3 54
Lumira Capital Corp. 10 12 14 22 26 30
Iconix - (14) (13) - (82) (72)
MDS Sciex joint ventutes 63 45 44 126 90 88
Totals $ 73 § 43 § 45 8 148 $ 34 3 (8

MDS reported revenues resulting from transactions with the MDS Sciex joint ventures amounting to §205 million in
2007 (2006 — $186 million; 2005 — $179 million). Amounts recetvable from these joint ventures at October 31, 2007
totalled 330 million (2006 — $30 million)

Condensed combined financial information for equity investees is summarized below in aggregate:
quity 5

2007 2006 2005
Net revenues $ 351 3 336 % 310
Gross Profit 214 199 186
Net income 104 96 39
2007 2006
Current assets $ 98 S 99
Long-term assets 110 90
$ 208 $ 189
Current liabilities $ 28 3 61
Long-term liabilities - 1
28 72
Equity 180 117
$ 208 3 189
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11. Goodwill

2007 2006
Opening balance $ 397 $ 387
Acquired & 364 1
Foreign exchange and other 21 9
Closing balance $ 782 3 397

() In 2007, the Company recorded goodwill of $364 million in association with the acquisition of Molecular
Devices (see note 4).

12. Intangibles Assets

2007 2006
Accumulated Accumulated
Cost Amortization Cost Amortization
Supply agreement (40 yeats useful Life) $ 363 $ - % 308 § -
Acquired technology (five-years weighted average
useful life) 161 16 - -
Licenses {five-vears weighted average useful life) 32 17 26 12
Brands 60 - - -
$ 616 § 33 3 334§ 12
Accumulated amortization (33) (12}
$ 583 3 322
The change in intangible assets comprised:
2007 2006
Opening balance $ 322 g 16
Acquired 221 309
Amortized (21) 3
Currency translation 61 -
Closing balance $ 583 3 322
Intangible assets acquired during the vear consist of the following:
2007 2006
Supply agreements® $ - S 308
Acquired technology 161 -
Licenses - 1
Brands 60 -
3 221 $ 309
{B) On February 22, 2006, the Company announced the conclusion of a comprehensive mediation process with

AECL related to the MAPLE reactor project. Under the agreement, AECL paid the Company 322 million, net
of applicable taxes, and AECL assumed complete ownership of the MAPLE facilities and took responsibiliry
for all costs associated with completing the project and the production of medical isotopes. In additon, AECL
acquired 347 million of MAPLE-related inventories in exchange for a non-interest bearing note having a net
present value of $38 million and which will be repaid over four years commencing in 2008. The Company and
AECL have entered into a 40-year supply agreement for the provision of medical isotopes in exchange for a
fixed percentage of the selling price. In accordance with SFAS No. 153, “Exchanges of Nonmonetary Assets”
the Company exchanged the MAPLE asset for a 40-year supply agreemnent which has been recorded as an
intangible asset at its fair value of $308 million. This amount will be amortized on a straight-line basis over a
40-year period once commercial production of MAPLE isotopes begins. The Company recorded a loss on this
transaction of $36 million in 2006.
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Estimated future amortization expense related ro intangible assets at October 31, 2007 was as follows:

2008 g 37
2009 46
2010 40
2011 32
2012 30
Thereafter 398
| 3 583

13. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities comprise the following:

2007 2006
Accounts payable $ 123§ 83
Employee-related accruals 50 49
Incentive compensation 43 21
Other payables 168 84
3 384 § 237

Other payables for 2007 include 355 million related to a provision for client reimbursements associated with ongoing
regulatory actvities at MDS Pharma Services and $14 million of remaining restructuring reserves.

14. Long-term Debt and Capital Lease Obligations

Maturity 2007 2006

Senior unsecured notes 2008 to 2014 $ 307 3 32
Other debt 2008 1o 2015 77 82
Total long-term debt 384 394
Current portion (94) {203
$ 290 g 374

The Company has outstanding $307 million (2006 — $312 million) of senior unsecured notes that bear interest at fixed
rates between 5.15% and 6.19% per annum. Other debt includes a non-interest-bearing government loan with a carrving
value of $50 millivn (20006 - $43 miliion) discounted at an effective interest rate of 7% and repayable at 34 million per
vear with the remaining balance due April 1, 2015. A long-term investment has been pledged as security for the
repayment of this debt (see Note 10). Other debt also includes a $16 million note payable (2006 — $24 million) to
Applera Corporation relating to assets purchased for the MALDI-TOF mass spectrometry operations. The note bears
interest at 4% and is payable evenly over the two remaining years of its term. The fair value of long-term debt
approximates its book value.

The Company has a C3500 million, committed, revolving credit facility having three years remaining. As at
October 31, 2007, this faciliry was undrawn.

The remaining debt comprises obligations under capital leases amounting to $11 million (2006 — $12 million) and bears
interest at various fixed rates. The Company has numerous capital leases for both buildings and equipment. These leases
are capitalized using interest rates considered appropriate at the inception of each lease. Assets acquired under capiral
finance leases are included in the consolidated statements of financial position at the present value of the furure
minimum lease payments and are depreciated over the shorter of the lease term and their remaining useful lives. The
corresponding liabilities are recorded in the balance sheet and the interest element of the capital lease rental is charged to
interest expense.
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Principal repayments of long-term debt are as follows:

2008 g 94
2009 20
2010 29
201 17
2012 18
Thereafter 206

g 384

Included within the future principal repayments of long-term debt are obligations under capital leases. Future minimum

lease payments for abligatdons under capital leases in effect as at October 31, 2007 are as follows:

2008 $ 3
2009 3
2010 3
201 2
2012 3
14
Less: portion representing interest (3
3 11
15. Deferred Revenue

Deferred revenue comprises the following:
2007 2006
Payment in advance of services rendered $ 64 8 84
Deferred credit related to government loan 15 16
Orcher 9 9
88 109
Less current portion {71 (92
Long-term portion of deferred revenue $ 17 $ 17

Deferred revenue includes a $15 million deferred credit (2006 — $16 million) related to the government loan associated

with the MAPLE reactor project, which is being amortized over the remaining seven-year term of the debt using the
sum of the years’ digits method.
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16, Share Equity

At October 31, 2007, the authorized share capital of the Company consists of unlimited common shares. The common
shares are voting and are entited to dividends if, as and when declared by the Board of Directors.

a) Summary of share capital
Common Shares

{number of shares in thousands) Number Amount
Balance - October 31, 2004 141,826 § 526
Issued 1,072 13
Repurchased and cancelled {7199 (4
Balance - October 31, 2005 142,699 535
Issued 2,220 31
Balance - October 31, 2006 144,319 566
Issued 1,090 17
Repurchased and cancelled (22,831 (90)
Baiance - October 31, 2007 122,578  $ 493

During 2007, the Company declared and paid cash dividends of $3 million on common shares prior to discontinuing its
dividend in January 2007 (2006 — $13 million, 2005 — $11 million).

Duting 2007, the Company repurchased and cancelted 22,831,050 Common shares under the terms of a substantial
issuer bid for a cost of $441 million. Of the total cost, 390 million was charged to share capital and the excess of the
cost over the amount charged to share capiral, totaling $351 million, was charged to retained earnings and other
comprehensive income,

In 2006, the Company did not repurchase or cancel common shares. In 2005, the Company repurchased 799,000
common shares for $11 million under the terms of a normal course issuer bid (NCIB). The excess of cost over the
share capital of the acquired shares was charged to retained earnings. Under the terms of its existing NCIB, the
Company is entitled to repurchase up to 4,506,236 common shares between July 3, 2007 and July 2, 2008, No shares
have been purchased under the NCIB.

Dutring the year, the Company issued 982,000 (2006 — 1,859,000; 2005 — 629,000) common shares under the stock
option plan for proceeds of $14 million (2006 — $24 million; 2005 — $6 mallion).

b) Stock dividend and share purchase plan and employee share ownership plan

Untdl 2007, the Company sponsored a stock dividend and share purchase plan, under which shareholders were able to
elect to teceive stock dividends in lieu of cash dividends. Stock dividends were tssued at not less than 95% of the five-
day average market price (the Average Market Price) of the shares traded on the Toronto Stock Exchange immediately
prior to the dividend payment date, Plan participants were also able to make optional cash payments of up to C$3,000
semi-annually to purchase additonal common shares at the Average Market Price. Participation in this plan for the year
ended October 31, 2007 resulted in the issuance of 41,000 (2006 - 220,000) common shates as stock dividends and the
issuance of 1,000 common shares (2006 — 7,000) for cash. The Company discontinued this plan during 2007.

The Company sponsors a non-compensatory Employee Share Ownership Plan, Until June 2007, eligible employees
were able to purchase commeoen shares at 90% of the Average Market Price for the five days preceding the purchase.
Effective June 30, 2007, the Company changed the terms of this plan and replaced the 10% market price discount with a
10% matching cash contribution, During the year, the Company issued 66,000 common shares (2006 - 134,000) under
this plan for proceeds of 31 million (2006 - $3 million).
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The following tabie illustrates the reconciliation of the denominator in the computations of the basic and diluted

earnings per share:

2007 2006 2005
Weighted average shares outstanding—DBasic (millions) 132 143 142
Effect of diludve securities:
Stock options - 1 -
Weighted average shares outstanding - Diluted 132 144 142
Basic earnings per share from condnuing operations $ (0.25) $ 0.15 $ (0.21)
Basic earnings per share from discontinued operations $ 612 % 068 8 0.16
Diluted earnings per share from continuing operations $ {0.25) g .15 § (0.21)
Diluted earnings per share from discontinued operations $ 6.10 $ 0.68 3 0.16
¢) Components of accumulated other comprehensive income
Pension Net
Gains Unrealized Net
Foreign and Gains/Losses Unrealized Accumulated
Currency Prior on Available Gain on Other
Translaton Service for Sale Cash Flow Comprehensive
Adjustment Credits Securities Hedges Income
Balance at
Ociober 31,
2004 244§ - 8 8§ -8 252
Current year
change 22 - (N - 15
Income tax (&) - 3 1
Balance at
Qctober 31,
2005 264 - 4 - 268
Current year
change 63 - @ - 61
Income tax (2 - 1 ]
Balance at
October 31,
2006 325 - 3 - 328
Current year
change 160 16 5 6 177
Income tax {10 {5 2 (& (15)
Balance at
October 31,
2007 475§ 11 - 3 4 3 490

17. Restructuring Charges

Over the last three years, MDS has undertaken a number of initatives designed to refocus the Company as a globally
competitive life sciences company, and has recorded restructuring charges totaling $81 million, including $37 million in
2007. In 2007 the Company recorded $18 million for severance, $1 million to reduce the carrying value of certain assets,
and 818 million for other costs related to specific initiatives focused on improving the profitability of MDSPS.

In 2005, the Company’s management approved a restructuring plan and recorded restructuring charges in the amount of
$51 million, related to a reduction in its management, administrative, and operations workforce, a realignment of its
information technology infrastructure, and the reorganization of certain pharmaceutical research services operations,  In
2006, the Company completed the majority of its activities associated with the 2005 restructuring announcement and,
accordingly, utilized the majority of the 2005 reserves. Also in 2006, the Company successfully renegotiated provisions
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for expected contract cancellaton costs associated with an eatly termination of certain information technalogy
outsourcing agreements and eliminated the balance of the reserve.

The restructuring liability of $14 million as at Ociober 31, 2007 and $6 million as at October 31, 2006 is reported in the
consolidated staterments of financial position as a component of accounts payable and accrued liabilites.

During the years ended October 31, 2005, 2006 and 2007 the restructuring charges per segment were as follows:

Provision
Restructuring Cumulative Activity Balance at
Charge October 31,
{(Recovery) Cash  Non-cash 2007
2005:
Workforce reducdons
-MDSPS 3 21 3 )] ) N 3 1
-MDS Nordion 3 3 - -
-MDS AT 2 2 - -
-Corporate and other 8 8 - -
34 (32) ()] 1
Equipment and other asset write-downs
adjustments
-MDSPS 1 - (D -
-MDS Nordion - - - -
-MDS AT - - - -
-Corporate and other 6 - (6) -
7 : 0 :
Contract cancellation charges
-MDSPS - - - -
-MDDS Nordion - - - -
-MDS AT - - . -
-Corporate and other 10 VA 8 -
10 (2 (8 -
Total for 2005 Plan % 51 $ (34) (16) $ 1
2006:
Waorkforce reductions
-MDSPS - - - -
-MDS Nordion - - - -
-MDS AT - - - -
-Corporate and other 1 ) - -
1 {D - -
Conrract cancellation charges
-MIDSPS - - - -
-MDS Nordion - - - -
-MDS AT - - - -
-Corporate and other )] m 9 -
® ) 9 -
Total for 2006 Plan S € ) &) 9 % -
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Provision
. Cumulative Activiey Balance
Restructuring at
Charge October
{Recovery) Cash Non-Cash 31, 2007
2007:
Workforce reductions
-MDSPS $ 16 9) $ - 7
-MDS Nordien - - - -
-MDS AT 1 - - 1
-Corporate and other 1 - - 1
18 9 - 9
Equipment and other asset write-downs
adjustments
-NDSPS 1 - 1 2
-MDS Notdion - - - -
-MDS AT - - . -
- Corporate and other - - - -
1 - 1 2
Contract cancellation charges
-MDSPS 5 (5) - -
-MDS Nordion - - - -
-MDS AT - - B, -
Corporate and other - - - -
5 (5) - -
Other:
MDSPS 5 2) 3 -
MDS Nordion - - - -
MDS AT - - - -
Corporate and other 8 N 1 2
13 (&) ) 2
Total for 2007 Plan $ 37 (23) 5 (6} 13
Remaining reserve balance, total 14
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18. Other Iterns

a) Other income (expense) net

2007 2006 2005
Write-down of other long-term assets $ - (1 N
Write-down of investments () - (6)
Gain on sale of long-term assets 3 2 -
Loss on sale of Hamburg clinic @) - -
Gain on sale of business 1 - -
Acquisigon integration costs )] - -
FDA provision (61) - -
Valuation provision 2 - -
Protana settlement 5 - -
MAPLE settiement - (36) -
Insurance settlement - 2 -
Foreign exchange loss (16) 3) (1)
Gain on embedded derivatve 4 - -
Other expense - net $ (80) (36) (14
b) Non-cash items affecting net income
2007 2006 2005
Depreciation and amortzation $ 79 54 46
Stock optdon compensation 4 4 3
Deferred revenue {5) ) {12
Future income taxes 31 17 39
Equity carnings — net of distibution {1) 16 15
Write-down of MAPLE assets - 9 -
Write-down of investments 8 - 5
Write-down of intangibles 1 - 7
Loss (gain} on sale of business 4 ) -
{(Gain) loss on disposal of equipment and other assets
- 1 6
Gain on sale of investment @) - )
Mark to market of detivatives (5) 5 39
Amortization of purchase price adjustmenrs 14 - -
Qther - (3) 1
$ 128 94 76
¢) Changes in non-cash working capital balances relating to operations
2007 2006 2005
Accounts receivable $ (32) (18) (25)
Unbilled revenue 23 (25 (29
Inventories a% 49 ©)
Prepatd expenses and other 33 3 7
Accounts payable and deferred revenue 78 39 84
Income taxes - {55) (16)
$ 83 {91) 1
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19. Income Taxes

a) Income tax provision

The components of the Company’s loss before income taxes, minofity interests and the related provision for income

taxes are presented below:

2007 2006 2005
Canadian $ 33 3 6 3 (38)
Foreign (23) N (5
Loss from conunuing operations befote income taxes $ (56) {13) 4%
The components of the income tax recovery are as follows:
2007 2006 2005
Canadian income tax (provision) recovery
Current $ 25 $ 70 3
Deferred 7 (30 14
Foreign income tax (provision) recovery
Current - (5 )
Deferred ()] - 1
Income tax recovery $ 23 3 35 14

The reconciliation of the Canadian Federal and provincial tax rate to the reported effective income tax rate is set out

below.

2007 2006 2005
, % Y %
Cotbined federal and provincial tax rate 35.0 350 35.0

Increase {decrease) in tax rate as a result of:
Tax credits for research and development 20.6 2454 17.5
Foreign losses that have not been recognized, net (13.4) (31.5 (12.8)
Impact of differential foreign rax rates 3.6 10.0 23
Amortzation not deductible for tax {0.8) (3.8) (0.5)
Investments and write-downs (1.7) (13.8) (10.09
Impact of tx rate changes on deferred rax balances 3.7 2902 -
Stock compensation 2.1 (12.3) (2.3)
Other (3.8) 11.0 34
Effective income tax rate 41.1 269.2 326
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b) Deferred tax assets and liabilities
Compoaents of the current deferred tax assets and liabilities consist of the following temporary differences:

2007 2006
Deferred tax assets
Tax benefit of losses carried forward $ 39 3 100
Book value in excess of tax basis 3 (2)
Investment tax credits 1 -
Provisions and reserves 27 2
Deferred tax assets before valuation allowance 70 100
Valuation allowance (21) (33)
49 47
Deferred tax liabilities
Book value in excess of tax basis (167) {77
Tax benefit of losses carried forward 35 -
Other comprehensive income 31 (20
Tax on investment tax credits recognized for accounting purposes 19) )]
Provisions and reserves not deductible for tax 4 3
{178) {103)
Net deferred tax liabilides $ 129) $ (56)

The Company has not provided for deferred income taxes on the undistributed earnings of foreign subsidiaries, as the
Company considers those earnings to be reinvested indefinitely outside of Canada. The Company cannot reasonably
estimate the amount of additional deferred income tax liabilities or foreign withholding taxes thac may be payable should
these earnings be distributed in the future.

c) Tax losses carried forward

As at October 31, 2007, the Company has deferred tax assets relating to net operating loss carryforwards of $74 million
(2006 — $100 million; 2005 — $135 million) before valuaton allowances, including $35 million that have been classified
as a reduction in deferred tax liabiliies. These assets relate to $202 million (2006 — $370 million; 2005 3369 million) of
tax loss carryforwards, Of the total losses, $9 million (2006 — $36 million; 2005 — $41 million} expire by 2011, §122
million (2006 — $159 million; 2005 — $112 million) expire berween 2014 and 2026, and the remaining $71 million (2006 —
$175 million; 2005 — $217 million) may be carried forward indefinitely.

During 2007, the Company reduced valuation allowances related to 343 million of tax losses and other temporary
differences for which tax benefits had previously not been recognized in the accounts. Upon the acquisidon of MDC,
the Company mer the deferred tax asset recognition criteria for these tax balances, and as a result, reduced the valuation
allowances to nil. The impact of this adjustment was to also reduce goodwill recorded related to the acquisition of MDXC
by $43 million compared to what would otherwise have been reported. These losses and related temporary differences
arose from MDS operations prior to the acquisition date of MDC.

d) Investment tax credits
During the vear, the Company recognized $17 million (2006 — $26 mullion; 2005 — $10 million) of investment tax credits
relating to research performed in Canada on its own behalf and for certain customers.

Investment tax credits amounting to $20 million and recognized in prior years were realized in 2006 and recorded as a
reduction in income tax expense. In years prior to 20006, these investment tax credirs, which related to the MAPLE
project, had been recognized as a reduction of the carrying value of the Company’s interest in the project.
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20. Stock-based Cornpensation

a) Stock option plan

At the Company’s annual and Special Meeting of Shareholders held on March 8, 2007, shareholders voted to approve
the Company’s 2007 Srock Option Plan (the Plan), which conforms to all current regulatons of the New York and
Toronto stock exchanges. Under the 2007 Stock Option Plan, which replaces the Company’s 2006 Siock Option Plan,
the Company may issue shares on the exetcise of stock options granted to eligible employees, officers, directors and
persons providing on-going management or consulting services to the Company. The exercise price of stock options
issued under the Plan equals the marker price of the underlying shates on the date of the grant. All options issued under
the Plan are granted and priced on the date on which approval by the Board of Directors of the Company is obrained or
a later date set by the Board in its approval. Exceprt as noted below, stock options granted up to October 31, 2005 vest
evenly over five vears and have a term of ten years. Certain options granted on April 22, 2005 and all options granted
after October 31, 2005 vest evenly over three years and have a term of seven years. As of October 31, 2007, 11.4 million
Common shares had been reserved for issuance under the stock option plan.

Weighted-
Weighted Average Average Agpregate
Exercise  Remaining Intrinsic
Number Price  Contractual Value (C$
{000s) (C$)  Life (Years) millions)
Outstanding October 31, 2005 7672 $ 17.76 59 ¢ 16
Granted 1,019 $ 20.10
Exercised (1,859 $ 14.76
Cancelled {982) 8 19.94
Outstanding at October 31, 2006 5,850 ) 18.76 53 § 9
Granred 1,241 g 21.72
Exercised (982) g 16.47
Cancelled (554) 3 20.35
Outstanding at October 31, 2007 5,555 3 19.66 53 § 10
Vested and expected to vest at October
31, 2006* 5,584 S 18.60 55 3% 9
Vested and expected to vest at October
31, 2007+ 5,279 3 19.66 52 § 10
Exercisable at October 31, 2006 3,612 3 18.42 46 3 7
Exercisable at October 31, 2007 3,223 $ 19.01 43 3 8

*The expected to vest amount represents the unvested options as at October 31, 2007 and 2006 less estinated forfeitures
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Options outstanding at October 31, 2007 comprised the following:

Options Qutstanding Options Exercisable

Weighted Weighted

Average Weighted Average

Remaining Average Exercise Price

Range of Exercise Prices Contractual Number Exercise Price  Number (CS$)
(C$) Life (Years) {000s) (C3) (000s)

$13.95 - 813.70 1.6 508 $14.32 508 $14.32

$15.75 - $17.20 4.5 414 $16.74 276 $16.74

$17.50 - $19.00 5.4 1,063 $18.41 836 $18.58

$19.05 - $20.50 5.6 1,182 $19.85 565 $19.79

$20.75 - $22.50 5.5 2,388 $21.77 1,038 $21.83

53 5,555 $19.66 3,223 $19.01

Stock option compensaton expense for 2007 was 34 million (2006 — $2 million; 2005 — 33 million), which has been
recorded in selling, general and administration expenses in the consolidated statements of operagons and as additional
paid-in capital within share capital on the consolidated statements of financial posidon,

The Company utilizes the Black-Scholes option valuation model to estimate the fair value of optons granted based on
the following assumpuons:

2007 20006 2005
Risk-free interest rate 4.5% 3.9% 3.8%
Expected dividend yield 0.0% 0.7% 0.7%
Expected volatility 209 230 334
Expected dme until exercise (vears) 4.35 3.25 5.19

The weighted average fair value of options granted was estimated 1o be C35.66 per Common share in 2007, C34,14 per

Common share in 2006, and C3$5.98 per Common sharc in 2005,

The Black-Scholes option valuaton model used by the Company to determine fair values was developed for use in
estumating the fair value of freely traded optons that are fully transferable and have no vesting restricdons. This model
requires the use of assumptions, including future stock price voladliny and expected time until exercise. The Company
uses historical volaulity to esumate its future stock price volatility. The expected time undl exercise is based upon the
contractual term, taking into account expected employee exercise and expected post-vesting employment termination
behavior,

The following table summarizes the intrinsic value of options exercised and the fair values of shares vested:

2007 2006 2005
Aggregate intrinsic value of options exercised C$ 5 () 12 (0 4
Aggregate grant-date fair value of shares vested C$ 5 C§ 7 CS 10

As at Ocrober 31, 2007, the toral remaining unrecognized compensation expense retated to non-vested stock options
amounted to approximarely $9 million which will be amortized over the weighted average remaining requisite service
period of approximateiy 27 months.
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b) Pro forma impact of stock-based compensation

Companies are required to calculate and disclose, in the notes to the consolidated financial statemnents, compensation
expense telated to the grant-date fair value of stock options for all grants of options for which no expense has been
recorded in the consolidated statements of operations For the Company, this includes those stock options issued prior
to November 1, 2003.

For purposes of these pro forma disclosures, the Company’s net income and basic and diluted earnings per share would
have been:

2007 2006 2005
Ner income $ 773§ 120§ 0]
Compensation expense for options granted prior o
November 1, 2003 {1) 2 &)
Net income {loss) - pro forma $ 772§ 118 § (11
Basic earnings per share 5.87 0.82 {0.08)
Diluted earnings per share $ 585 § 082 & {0.08)

c) Incentive plans

Beginning in fiscal year 2004, a mid-term incentive plan was introduced based on specific operatng margin
improvement targets and achievement of defined change outcomes across the Company over a two-year performance
cycle ending October 31, 2005, The plan replaced a portion of the annual stock oprion grants with Performance Share
Units (PSUs). Fiscal 2005 expenses include $2 million related to this plan and the plan liability of $4 million was paid in
2006.

During 2005, the Company approved a PSU mid-term incentive plan for senior management (the 2006 MTIP). All
PSUs under the 2006 MTIP vest in two equal tranches, based on achieving specified share price hurdles of C$22.00 and
C$26.00, respectively. The term of the PSUs is three vears and payout will occur at the later of 24 months from the date
of gran: and achievement of each share price hurdle. Payout on certain PSUs will be in the form of Deferred Share
Units (DSUs) and the balance will be paid in cash. During 2006, the C322.00 price hurdie was mer and 50% of the
issued units vested. These vested units were paid out in November, 2007.

Duting 2006, the Company approved a PSU mid-term incentive plan for senior management (the 2007 MTIP). All
PSUs under the 2007 MTIP will vest in two equal tranches, based on achieving specified share price hurdles of C$25.30
and C§27.50, respectively. The term of the PSUs is three years and payout will occur at the later of 24 months from the
date of grant and achievement of each share price hurdle.

The Company records the cost of its mid-term incentive compensation plans at fair value based on assumptions that are

consistent with those used to determine the fair value of stock option compensation. As at October 31, 2007, the liability
for future compensation under the mid-term incentive compensation plans was $14 million (2006 - $8 million). In fiscal

2007, the Company expensed 55 million related to the mid-term incentive compensation plans (2006 — $8 million}.

21.  Employee Benefits

The Company sponsors various pension and other post-retirement benefit plans, including defined benefit and defined
contribution pension plans, retirement compensation arrangements, and plans that provide extended health care
coverage to employees. Certain benefit plans were curtailed effectve January 1, 2008, resulting in a net currailment gain
in fiseal 2006 of $1 million.
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Defined benefit pension plans

The Company sponsors one defined benefit pension plan for the benefit of certain of its employees in Canada, one for
the benefit of its employees at a Taiwanese subsidiary, and one available to certain US emplovees. The Canadian plan ts
based on the highest three or six average consecutive years wages and requires employee contributions, while the
Taiwanese plan is based upon years of service and compensatton during the last month prior to retirement. The US plan
is based on the parucipants’ 60 highest consecutive months of compensation and their vears of service,

All plans are funded and the Company uses an October 31 measurement date for its plans. The most recent actuarial
valuations of the majority of the pension plans for funding purposes were as of January 1, 2007.

The components of net periodic pension cost for these plans for 2007, 2000 and 2005 are as follows:

Domestic Plans International Plans
2007 2006 2005 2007 2006 2005
Components of Net Periodic
Pension Cost
Service cost $ 4 8 3 3 3 % - 8 1 8 1
Interest cost 9 8 8 1 1 1
Expected return on plan assets (12) (11) (10) (1) (1} 1)
Recognized actuarial gain - 1 - - - -
Amortization of net transition asset (2) {2) (2 - - -
Curmailment gain - - - - (1) -
Net Periodic Pension Cost $ P s () 3 H 3 - 3 - § 1

The following weighted average assumptions were used in the determination of the net pedodic benefit cost and
cbligation:

Domesdc Plans International Plans

2007 2006 2005 2007 2006 2005
Benefit Obligation
Discount rate 5.60% 5.25% 5.25% 4.94% 4.65% 4,65%
Expected return on plan assets 6.75% 6.50% 6.75% 5.94% 5.65% 5.39%
Rate of compensation increase 3.75% 3.75% 3.75% 3.94% 3.86% 3.63%
Benefit Cost
Discount rate 5.25% 5.25% 6.25% 4.85% 5.07% 4,65%
Expected return on plan assets 6.50% 6.75% 7.00% 5.94% 6.08% 5.39%
Rate of compensation increase 3.75% 3.75% 4.25% 3.94% 3.86% 3.63%

Discount rate assumptions have been, and continue to be, based on the prevailing market long-term interest rates at the
measurement date.
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The change in the benefit obligation, plan assets, and the funded status of the plans for the wo most recently completed
vears were as follows:

Domestc Plans International Plans
2007 2006 2007 2006

Change in benefit obligadon

Benefit obligadons — beginning of year $ 163 & 148 $ 20§ 25

Service cost — pension 5 5 - (©)

Interest cost 9 8 1 1

Benefits paid (6) () 2) -

Actuarial loss 4 - - -

Foreign currency exchange rate changes 33 8 3 -
‘Total benefit obligations — end of year 208 163 22 20
Change in Fair Value of Assets:

Fair value of plan assets, beginning of year 196 171 20 19

MDS contributions 3 2 1 1

Employee conmributions 2 2 - -

Actual return on plan assets 15 19 1 1

Benefits paid ) (6) (1) 2

Foreipn currency exchange rate changes 37 B 2 1
Fair value of plan assets — end of vear 246 196 23 20
Funded sratus at end of year — over/(under)
funded $ 38 3 33 $ 1 3 -

A reconciliation of the funded status to the net pension asset recognized in the consolidated statement of financial
positon is as follows:

20006
Domestic Plans International Plans

Benefit obligaton g 163 g 20

Fair value of plan assets 196 20
Plan assets in excess of benefit obligations

33 -

Unrecognized net actuarial gains 7 2

Unrecognized transition assets (22) -

g 18 § 2

MIDS 2007 Annual Report
67




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[All tabular amounts in millions of US dollars, except where noted]

A summary of the amounts recognized in the consolidated statements of financial position as of October 31, 2007 and
2006 prior to the application of SFAS 158 is as follows:

Domestic Plans International Plans

2007 2006 2007 2006

Long term pension plan assets $ 22 3 18  $ 4 5 4
Current liabilites - - - -
Non-current liabilities - - 2 2
Net amount recognized at vear end $ 22 3 18 8 2 3 2

The pension plan assets are included within long-term investments on the consolidated statements of financial positon.

The following table illustrates the amounts in accumulated other comprehensive income that have not yet been
recognized as components of pension expense:

2007
Net actuarial loss $ 16
Deferred income taxes (5)
Accumulated other comprehensive income $ 11
The weighted-average asset allocation of the Company’s pension plan is as follows:

Target Domestic Plang International Plans

Asset Category 2007 2006 2007 2006
Cash - 0.1% - 45.7% 7.2%
Fixed income 35.0% 321% 33.5% 19.1% 60.9%
Equities 65.0% 67.8% 66.5% 35.2% 31.9%
Total 100.0% 100.0% 100.0% 100.0% 100.0%

The Company maintains targer allocation percentages amony various asset classes based on investment policies
established for the pension plans which are designed to maximize the total rate of rerurn (income and appreciation) after
infladon within the limits of prudent risk taking, while providing for adequate near-term liquidity for benefit payments.
The Company’s expected return on asset assumptions are derived from studies conducted by actuaries and investment
advisors. The studies include a review of anticipated furure long-term performance of individual asset classes and
consideration of the appropriare asset allocation strategy given the anticipated requirements of the plans to derermine
the average rate of earnings expected on the funds invested to provide for the pension plans benefits. While the swudy
gives appropriate consideration to recent fund performance and historical returns, the assumption is primarily a long-
term, prospective rate,
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Expected future benefit payments are as follows:

Years ending October 31

Domestic Pians International Plans

2008 $ 7 ) _
2009 7 -
2010 8 -
2011 8 -
2012 0 -
2013-2017 55 3

$ 94 3 3

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postredrement Plans—an Amendment of FASB Statements No. 87, 88, 106, and 132(R)” (“SFAS 158”), SFAS 158
requires an employer to recognize the overfunded or underfunded status of a defined benefit pension and post-
retirement plan {other than a muldemployer plan) as an asser or hability in its statement of financial position and to
recognize changes in that funded status in the year in which the changes occur through the other comprehensive income
of a business entdty. SFAS 158 also requires an emplover to measure the funded status of a plan as of the dare of irs
year-end statement of financial positon. The Company is required to initially recognize the funded status of its defined
benefit pension and post-retirement plans and to provide the required disclosures as of Ocrober 31, 2007,

The effect of the initdal adoptdon of SFAS 158 on the Company’s accounting for pension plans is as follows. There was
no impact on the Company’s accounting for ather post-retirement benefirs plans.

Before After
Applicatton Applicadon of
of SFFAS 158 Adjustment SFAS 158
Long-term investrents s 274 3 16 3 290
Deferred tax liabilities 163 5 168
Accumulated other
comprehensive income 479 11 490

Other benefit plans
These include a supplemental retirement arrangement, a retirement/termination allowance and post retirement benefit
plans, which include contributory health and dental care bencfits and contributory life insurance coverage. All non-

pension post-employment benefit plans are unfunded.

The components of net periodic cost for these plans for 2007, 2006 and 2005 are as follows:

2007 2006 2005

Components of Net Periodic Penston Cost
Service cost $ - 3 1 8 1
Interest cost 1 1 1
Curtailment (gain) loss recognized - ) [
1 3 1 S 1

Net Periodic Pension Cost $

MIDS 2007 Annual Report
6%




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[All tabular amounts in millions of US dollars, except where noted]

The assumptions used o determine the net petiodic cost for these plans were as follows:

2007 2006 2005
Weighted Average Assumptions Used to Determine Net Periodic
Cost:
Discount rate 5.56% 5.16% 5.18%
Rate of compensation increase 4.16% 4.21% 4.24%
Initial health care cost trend rate 9.10% 10.00% 10.00%
Ultimate health care cost trend rate 4.86% 5.00% 5.00%
Years until uldmate trend rate is reached 5.0 5.0 5.0
Assumptons used to determine net benefit cost:
Discount rate 5.18% 531% 6.18%
Rate of compensation increase 4.16% 4.21% 4.41%

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-
percentage point change in assumed health care cost trend rates would have had the following impact in 2007:

1% Increase 1% Decrease

Change in net benefit cost
Change in benefit obligation

3
5 % #®

L

The change in the projected benefit obligation and the funded status of the plan is as follows:

2007 2006
Change in Projected Benefit Obligadon
Benefit obligations — beginning of vear $ 17 § 18
Service cost — pension - 1
Interest cost 1 1
Benefits paid (1) ¢)]
Actuarial gain - M
Curtailments - ¢
Foreign currency exchange rate changes 4 1
Taral benefit obligations — end of year $ 21 3 17
FFunded status at end of year — over/{under) funded $ (21) 3 {17)
A reconciliation of the funded status is as follows:
2007 2006
Projected bencfit obligation $ 21 S 17
Fair value of plan assets - -
Plan assets in excess (fess than) projected obligations $ (21) s (7
Unrecognized actuatial gains . 1
Unrecognized past service costs - -
Unrecognized net transition assets - -
$ (21) (16)
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The other benefit plan liabilities are included within other long-term obligations on the consochidated statements of
financial position.

Based on the actuarial assumptions used to develop the Company’s benefit obligations as at October 31, 2007, the
following benefit payments are expected ro be made to plan participants:

Years ending October 31,

2008 $
2009

2010

20m

2012

2013-2017

SN sk ek e e

Total $ 1

During fiscal 2008, the Company expects to contribute approximately $5 million and 31 million to the Company’s
pension plans and other benefir plans, respectively.

During 2007, the Company contributed $13 million to defined contribution pension plans on behalf of its employees
{2006 = $17 million; 2005 — $18 million).

22. Segmented Information

In accordance with SFAS No.131, “Disclosures About Segments of an Enterprise and Related Infermation,” the
Company discloses financial and deseriptive informatdon about its reportable operating segments. Operating segments
are components of an enterprise about which separate financial information is available and is regularly evaluated by the
chief operating decision maker in deciding how to allocate resources and in assessing performance.

The Company operates within three business segments — pharmaceutical services, isotopes, and analytical technologies.
These segments are organized predominantly around the products and services provided to customers identified for the
businesses.

The pharmaceutical services business provides pharmaceutical research services; the isotopes business manufactures
medical isotopes; and the analytical technologies business manufactures advanced analytical equipment,

The 2ccounting policies of the segments are the same as those described in the summary of significant accounting
policies. There are no significant inter-segment transactions, The corporate segment results include the incremental cost
of corporate overhead in excess of the amount allocated to the other operating segments, as well as certain other costs
and income items that do not pertain o a business segment.
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The information presented below is for contdnuing operations.

Operating results

Year ended October 31, 2007

MDS
MDS Pharma MDS§ Analytical Corporate
Services Nordion Technologies and Other Total
Product revenues $ - 8 284 $ 280 § - % 564
Service revenues 477 6 72 - 555
Reimbursement revenues 91 - - - N
Total revenues 568 290 352 - 1,210
Direct product cost - (147) (213) - (360)
Direct service costs (332) 3) 3) - (338)
Reimbutsed expenses (91} - - - (91)
Selling, general and
administration (130) (54) (57) (24) (265)
Research and development
. @ ©4) : (68)
Depreciatdon and amortization
(35) (13) @) o) (79)
Restructuring charges — net
(28) . . © 37)
Other income (expense) — net
(74) 3 ©) ® (80)
Equity earnings - - 53 - 53
Segment earnings (loss)
$ (122) $ 72 3 33 % 38) § (55)
Capital expenditures $ 448 $ 8 $ 8 § 7 3 71
Year ended Ociober 31, 2006
MDS
MDS Pharma MDS Analytical Corporate
Services Nordion Technologies and Other Total
Product revenues S 3 290 ) 148 § -8 438
Service Revenues 458 5 54 - 517
Reimbursement revenues 105 - - - 105
Total Revenues 563 295 202 - 1,060
Direct product cost - (147) (149) - (296)
Direct service cost (359) 3 - - (362)
Reimbursed expenses {105) - - - (105)
Selling, general and
administraton (125 (51 (20) 24 (2203
Research and development - (5} (48) - (53)
Depreciadon and
amortization (30) (15) (6) - (BL
Restructuring charges — net
- 2 - 5 7
Other income (expense) ~
net 2 (36) 5 @) {36)
Equity earnings (v - 54 “ 49
_Segment earnings (loss) s (55) § 40 $ 38 8 30y § {7
Capital expenditures 5 37 _ 8 - S 4 S 10§ 51
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Year ended October 31, 2005

MDS
MDS Pharma MDS Analytical Corporate
Services Nordion Technologies and Other Total
Product revenues 3 - 3 243 3 153 § - 3 396
Service Revenues 434 4 53 - 491
Reimbursement revenues 95 - - 95
Total Revenues 529 247 206 - 982
Direct product cost - (132) (137 - (269)
Direct service cost 319 (2) - - (321)
Reimbursed expenses (95) - - - {(95)
Selling, general and
administradon (116) (48) (27 a9 (210)
Research and development 2 ©) {44) 1 {51}
Depreciation and
amotrtization (26 (13) N ey 47
Restrucruring charges — net (20y 3 3) (25) 51
Ofther income (expense) —
net (15) 1 1 (1 {14)
Equity earnings - - 46 5 41
_Segment earnings (loss) $ (64) S 44 $ 35§ (50 3 {35)
Capital expenditures $ 24 8 50 $ 5 3 23 8 102
Financial position
As at Ocrober 31
Additions
Property,
Total Plant and Equity
Assets'!  Equipment Goodwill investments
MDS Pharma Services 2007 $ B35 § 48 3 - 3 3
2006 458 37 1 4
MDS Nordion 2007 $ 789 % 8 § - $ -
2006 621 - - -
MDS Analytical Technologies 2007 $ 857 % 8§ § 364 $ 38
2006 132 4 - 32
Corporate an¢d Other 2007 $ 537 % 7 % - $ 11
2006 536 10 - 26
Total 2007 $ 3,018 § 71§ 364 $ 52
2006 2,147 51 1 62

t Total assets for 2006 exclude assets beld for sale relating to discontinued operations.
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Revenues by end-customer location

Years ended October 31
Canada USs Europe Asia Other Total
MIDDS Pharma Services 2007 % 62 247  §$ 214 % 16 3 29 568
2006 28 288 217 9 21 563
2005 28 292 179 4 26 529
MDS Nordion 2007 % 10 162 % 45 3 47 % 26 290
2006 11 164 45 57 18 295
2005 10 130 47 44 16 247

MIDS Analytcal
Technologies 2007 S n 154 § 80 $ 42 8 5 352
2006 12 B3 63 40 4 202
2005 21 81 62 39 3 206
Total 2007 % 143 563 % 339 5 105 § 60 1,210
2006 51 535 325 106 43 1,060
2005 59 503 288 87 45 082

Revenues earned outside of Canada, reflecting export sales, along with revenues carned by operating units based outside
of Canada, made up approximately 90% of net revenues for 2007. MDS Pharma, MDS Nordion and MDS AT

contributed 47%, 24% and 29% of total revenues, respecuvely, in 2007,

Property, plant and equipment by segment and geographical location

As at Ocrober 31

Canada Us Europe Asia Other Total
MDS Pharma Services 2007 § 41 81 3% 54 % 2 8 - 178
2006 45 60 48 2 - 155
MIDDS Notdion 2007 $ 118 - § 6 3 - 3 - 124
2006 106 - 4 - - 110
MDS Analytical

Technologies 2007 $ 15 12 3 2 8 2 $ - K11
2006 14 3 1 1 - 19
Corparate and Other 2007 $ 53 - % - 8 - § - 53
2006 50 - - - - 50
Total 2007 § 227 23 3 62 $ 4 % - 386
2006 215 63 53 3 - 334

Goodwill by segment and geographical location
As at October 31
Canada US Europe Total
MDS Pharma Services 2007 142§ 246 % 16 404
2006 123 246 14 383
MDS Nordion 2007 $ - $ - 2
2006 - - 3
MDS Analytical Technologies 2007 12 % 364 % - 376
2006 11 - - 11
Toral 2007 156 §$ 610 % 16 782
2006 137 246 i4 397

The geographic allocation of goodwill for MDDS Analytical Technologies is preliminary pending completion of the

purchase valuadon and purchase price allocation.
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23. Commitments, Contingencies, and Guarantees
a) Lease and other commitments

The Company is obligated under non-cancelable operating leases, primarily for its offices and laboratory facilities. These
leases generally contain customary scheduled rent increases or escalation clauses and renewal options.

The Company is also obligated under outsourcing agreements related to certain aspects of its information technology
and human resources support functions. Actual amounts paid under these outsourcing agreements could be higher or
lower than the amounts shown below as 2 result of changes in volume and other variables. In addition, early termination
of these outsourcing agreements by the Company could result in the payment of termination fees which are not reflected
in the table below.

As at October 31, 2007, the Company is obligated under non-cancelable operating leases, primarily for its premises and
equipment leases and other long-term contractual commitments to make minimum annual payments of approximately:

Other
Operating Contractual
Leases Sublease Income Total Commitments
2008 3 22 g 1 3 21 104
2009 22 Mm 21 47
2010 21 N 20 41
2011 17 - 17 23
2012 15 - 15 27
Thereafter 47 - 47 206
§ 144 s 3 3 141 448

Net rental expense for premises and equipment leases of continuing operations for the year ended October 31, 2007 was
$28 million (2006 - $19 million; 2005 - $24 million).

b) Contractual commitments

Included in other contractual commitments above is $336 million associated with long-term supply arrangements and
other long-term commitments with major electricity producers comprising the majority of the Company’s expected
cobalt purchases.

Other contractual commitments included a remaining four-year commitment totaling $67 million (2006 - $61 million)
relating to the outsourcing of the informaton technology infrastrucrure.

Net sales of certain products of the Company are subject to royalties payable to third parties. Royalty expense recorded
in cost of revenues amounted to $7million | $9 million, and 85 million in October 31, 2005, 2006 and 2007, respecuvely.

¢) Liability insurance

The Company is self-insured for up to the first $5 million of costs incurred relating to a single liability claim in a year and
to $10 million in aggregate claims arising during an annual policy period. The Company provides for unsertled reported
losses and losses incurred but not reported based on an independent review of all claims made against the Company.
Accruals for estmated losses related to self-insurance were not material at October 31, 2007,
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d} Indemnification provisions

The Company enters into indemnification agreements with certain officers and directors. In addition, the Company
enters into license agreements with third parties that include indemnificadon provisions in the ordinary course of
business that are customary in the industry. Those indemnifications generally require the Company to compensate the
other party for cerrain damages and costs incurred as a result of third party claims or damages arising from these
transactions. In some cases, the maximum potental amount of future payments that could be required under these
indemnification provisions is unlimited. These indemnification provisions may survive termination of the underlying
agreement. Historically, the Company has not made any indemnification payments under such agreements and no
amournt has been accrued in the accompanying consolidated financial statements with respect to these indemnification
obligatons; however, the Company mainrains liability insurance roraling $100 million that limirs the exposure and
enables the Company to recover certain future amounts paid, less any deductible amounts pursuant to the terms of the
respectve policies.

e) Guaranteces

Guarantees for which the Company is contractually obligated to make payments in the event of a default by a third party
or due 1o its inability to meet certain performance-based obligations total approximately $21 million (2006 - $20 mitlion).
No liabilities have been recorded by the Company related to these guarantees.

2007 2006

Maximum Maximum

Potential Range of terms Potential Range of terms

Exposure of guarantees Exposure of guarantees
Contracts contingent upon
changes of an asset, Liability or Nov 2007 — Feb Oct 2006 - Feb
equity of the guaranteed party 3 2010 4 2010

Jan 2007 — Ocr Oct 2006 — Oct

Performance guarantees 18 2008 15 2008
Indirect guarantees of the Oct 2006 - Jan
indebtedness of other parties - 1 2007
Total 21 20

24. Litigation

Various lawsuits, claims and proceedings of a nature considered normal to its business are pending against the Company.
In the opinion of management, the outcome of such proceedings and litigation currently pending will not materially
affect the Company’s consolidated financial statements.

25. Asset Retirement Obligation

In accordance with the FIN No. 47, “Accounting for Conditional Asset Retirement Obligadons, an interpretation of
FASB Statement No. 143", companies must recognize a liability for the fair value of a legal obligation to perform asset
retitement actvities that are conditional on a future event if the amount can be reasonably esimated.

The Company has identified an asset retirement obligation relating to future site remediation costs of a facility locared in
Kanata, Ontario. The Company intends to use the facility for an indeterminate period of time and a liability will be
recognized in the period in which sufficient information exists to estimate the range of potential settlement dates that is
required to use a present value rechnique to estimate fair value.

The Company has pledged a $17 million letter of credit in support of future site remediaton costs for the Kanata facility,
which is included in the performance guarantees amount described in Note 23.

26. Financial Instruments and Financial Risk

a) Foreign currency and interest rate contracts

The Company uses foreign currency forward and option contracts to manage its foreign exchange risk. Certain
Canadian operations of the Company are expected to have net cash inflows in 2008 and subsequent years denominated
in US dollars. The Company enters into foreign exchange contracts to hedge a portion of these cash flows. The
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Company uses interest rate swap contracts to manage its exposure to interest rate risk on certain of its debt obligations.

The Company will hedge anticipated cash inflows that are expected to occur over its planning cycle, typically no more
than 24 months into the future. Prior to fiscal 2007, the majority of forward contracts entered into by the Company did
not qualify as hedges for accounting purposes.

Included in revenues are gains from realized foreign exchange contracts for the vear of 54 million (2006 - $14 million;
2005 - $39 million). During the year, the Company realized other net foreign exchange losses of $16 million
{2006 - $3 million loss; 2005 - $1 million loss), which it reported in the consolidated statements of operations.

As at October 31, 2007, the Company had outstanding foreign exchange contracts in place to sell up to $34 million, ata
weighted average rate of C$1.1280, maturing over the next five months. The Company also had interest rare swap
contracts that economically convert a notional amount of 80 million of debt from a fixed to a floating interest rate. In
2007, a $1 million gain was recorded in other expense (2000, - nil; 2005 - 32 million loss). In December, 2007 the
Company exired the swap contract and will record a gain of $2 million in its fiscal 2008 first quarter.

b) Credit risk

Certain of the Company’s financial assets, including cash and cash equivalents, are exposed to credit risk. The Company
may, from dme to time, invest in debt obligations and commercial paper of governments and corporations. Such
investments are limited to those issuers carrying an investment-grade credit rating. In additdon, the Company limits the
amount that is invested in issues of any one government or corporation.

The Company is also exposed, in its normal course of business, to credit risk from its customers. No single party
accounts for a significant balance of accounts receivable.  As at October 31, 2007, accounts receivable is net of an
allowance for uncollectible accounts of $5 million (2006 - $4 million).

Credit risk on financial instruments arises from the potential for counterparties to default on their contracrual
obligations to the Company. The Company is exposed to credit risk in the event of non-performance, but does not
antcipate non-performance by any of the counterparties to its financial instruments. The Company limics its credit risk
by dealing with counterpardes that are considered to be of high credit quality. 1n the event of non-performance by a
counterparty, the carrying value of the company’s financial instruments represents the maximum amount of loss that
would be incurred.

c. Fair value

Cash and cash equivalents, accounts receivable, unbilled revenue, accounts payable and accrued liabilides, and income
taxes assets and liabilides — these assets and liabilities have short periods to matunty and the carrying values contained in
the consolidated starements of financial position approximate their estimated fair value.

As at October 31, 2007 and 2006, the financial instruments classified as long-term investments were carried at amounts
that approximate their estimated fair values.

For derivative financial instruments, {foreign exchange and interest rate swap contracts), the carrying amounts, and fair
values at October 31, 2006 and 2007, are as follows:

2007 2006
Carrying 2007 Carrying 2006
Amount Fair Value Amount Fair Value
Net asset (liability) posinon:
Currency forward and option - assets $ 7 % 7 3 1 % i
Currency forward and option - liabilities $ 12y §$ 12) 3 - 5 -
Interest rate swap and option contracts b {1 % a 3 2y § (2)
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All currency forward contracts were eligible for hedge accounting as at October 31, 2007. The Company recorded a
$4 million gain in 2006 as a result of marking expired, ineligible options ro market.

As of October 31, 2007, $7 million of deferred gains on derivative instruments accumulated in other comprehensive
income are expected to be reclassified to income during the next 12 months. In addidon, the Company has $12 million
of derivative liabilities on detivative instruments associated with long-term debt that have not been designated as hedges.

27. Canadian GAAP Supplemental Information

The US GAAP accounting principles used in the preparation of these consolidated financial statements conform in all
matetial respects to Canadian GAAP, except as set our below.

i)

iy

iv)

v)

Accounting for equity interests in joint ventures — The Company owns 50% interests in two partnerships
that are subject to joint control. Under US GAAP, the Company records its share of earnings of these
partnerships as equity earnings. Under Canadian GAAP, the Company proportionately consolidates these
businesses. Under the proportionate consolidation method of accounting, MDS recognizes its share of the
results of operations, cash flows, and financial position of the pattnerships on a line-by-line basis in its
financial statements and eliminates its share of all material intercompany transactions with the
partnerships. While there is no impact on net income from continuing operations or earnings per share
from continuing operations as a result of this difference, there are numerous presentation differences
affecting the disclosures in these financial statements and in certain of the supporting notes,

Research and development — The Company expenses research and development costs as incurred. Under
Canadian GAAP, the Company is required to capitalize development costs provided certain conditions are
met. Such capitalized costs are referred to as deferred development costs and they are amortized over the
estimated useful life of the related products, generally periods ranging from three to five years.

Investment tax credits — The Company records non-refundable investment 1ax credits as a reduction in
current income tax expense in the year in which the tax credits are earned. The majority of non-refundable
investment tax credits carned by MDS related to research and development expenditures. Under Canadian
GAAP, non-refundable investment tax credits are recorded as a reduction in the expense or the capital
expenditure to which they relate.

Embedded derivadves — Under SFAS 133 — “Accounting for derivative instruments and hedging
activities”, certain contracrual terms ate considered to behave in a similar fashion to a derivanive contract
and parties to the contracts are therefore required to separate the accounting for these embedded
derivatives from the accounting for the host contract, Once separated, these embedded derivatives are
subject 1o the general derivative aceounting guidelines outlined in SFAS 133, particularly the requirement
to mark these derivatives to market. For MDS, these terms typically relate to the currency in which the
contract is denominated. Canadian GAAP is largely aligned with SFAS 133 for most embedded
derivatives; however, Canadian GAAP provides exempuons for contracts that are written in a currency
that is not the functional currency of one of the substantial parties to the contract but which is a currency
in common usage in the economic environment of one of the contracting parties. The Company has
elected to use this exemption available under Canadian GAAP in accounting for certain cobalt supply
contracts entered into with a supplier located in Russia. The affected contracts are denominated in US
dollars,

Currency forward and option contracts — The Company currently designates the majority of the forward
foreign exchange contracts it enters into as hedges of future anticipated cash inflows. In prior years, these
contracts did not qualify for treatment as hedges and, accordingly, such contracts were carried at fair value
and changes in fair value were reflected in earnings. Under Canadian GAAP, all such contracts were
eligible for hedge accounting, and as a result, gains and losses on these contracts were deferred and
recognized in the period in which the cash flows to which they relate were incurred.
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vi) Comprehensive income — US GAAP requires that a statement of other comprehensive income and
accumulated other comprehensive income be displayed with the same prominence as other financial
statements. Under Canadian GAAP, statements of other comprehensive income and accumulated other
comprehensive income were not required for years prior to the Company’s 2007 fiscal year.

vii) Pensions - Under US GAAP, the net funded status of pension plans sponsored by a Company are fully
reflected in the consolidated assets ot liabilities of the Company. The amount by which plan assets exceed
benefit obligations or benefir obligations exceed plan assets, on a plan-by-plan basis, is reflected as an
increase in assets or liabilities, with a corresponding adjustment to accumulated other comprehensive
income., Under Canadian GAAP, only the net actuarial asset or liability is reflected in the consolidated
financial statements,

viif) Stock-based compensation — Under US GAAP, certain equity-based incentive compensation plans are
accounted for under the liability method using a fair value model to determine the amount of the hability
at each period end. Under Canadian GAAP, these plans are accounted for under the liability method using
intrinsic value to measure the liability at each period end.

Recent Canadian accounting pronouncements

a) Capiral disclosures — The CICA issued Section 1535, “Capital Disclosures”, which requires the disclosure of
both the qualirative and ¢uantitative information that enables users of financial statements to evaluate the
entity’s objectves, policies, and processes for managing capital.

b} Inventories — The CICA issued Section 3031, “Inventoties”, which replaces existing Section 3030 and
harmonizes the Canadian standards related to inventories with International Financial Reporting Standards.
The new Section includes changes to the measurement of inventories, including guidance on costing,
impairment testing, and disclosure requirements.

c) Financial instruments — The CICA issued section 3862, “Financial Instruments — Disclosure™ and Section 3863,
“Financial Instruments — Presentation” to replace Section 3861, “Financial Instruments — Disclosure and
Presentanon’.

The Company is required to adopt Sections 1535, 3862, and 3863 effective for its fiscal vear end beginning
November 1, 2007 and these sectons affect disclosures only. The Company is required to adopt Section 3031
effective February 1, 2008. The Company is currently evaluaung the effects that the adoption of Section 3031 will
have on its consolidated results of operations and financial condidon and is net yet in a position to determine such
effects.
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The increase (decrease) in income from continuing operations resulting from the material GAAP differences is

summarized in the tables below:

Joine
Income Statement - 2007 US GAAP Ventures (i) Other  Ref. Cdn GAAP
Total revenues $ 1,210 § 45 $ (2) v $ 1,253
Total cost of revenues (789) 3) 7 1, (785)
SG&A (265) 3) (2)  vii, viii (270)
R&D (68) 30 9 i, i (29)
Depreciation and amottization (79) (9 (3) ii (91)
Other, net 7 - i, iv {117)
Operating income (loss) (108) 60 9 (39
Interest expense, net (1) (1) A {2)
Income raxes 23 (16) i 7
Equity earnings 53 {60) 7 A -
Income (loss) from continuing operadons  § (33) § - § 1) $ (34)
Basic EPS from continuing operatons $ {0.25) % - § (001 $ (0.26)

Legend: A — classification of interest derivative mark to market adjusiment and equity earnings; ii — Research and development | iii — investment tax oredits; iv — embedded

dertvatives; v - Hedge accounting; vii — Pensions (SEAS 138); viti — stock-based compensation;

Joint
Income Statement - 2006 US GAAP Ventures (i) Other Ref Cdn GAAP
Total revenues ) 1,060 $ 42 3 5 v  § 1,107
Total cost of revenues (763) 2 15 i, i {750
SG&A (220) ) 3) (224)
R&D (53) 28 7 i 08)
Depreciation and amortization &1 $))] ®)] i (63)
Other, net 29 25 i Q)
Operating income (loss) (506) 58 46 48
Interest expense, net ©) - {6)
Income taxes 35 (48) (13)
Liquity carnings 4% (58 9 A -
Income (loss) from continuing operations S 22 8 - 8 7 3 29
Basic EPS from continuing operations 3 0.15 § - $ 0.06 3 0.21
Joint
Income Statement — 2005 US GAAP Venrures(i) Other  Ref. Cdn GAAP
Total revenues 3 982 3 33 5 30 v 3 1,045
Total cost of revenues (685 - 6 i (679
SG&A 10) 9 (201)
R&D 1) 1 13 i @7
Depreciation and amortization 47 (4 - {51)
Orther, net {65) G A )]
Operating income {loss) (76) 49 43 16
Interest expense, net (8) 2 A ()
Income taxes 14 23y i )]
Equity earnings 41 49) 8 A -
Income (loss) from continuing operations $ 29) S - $ 30 S 1
Basic EPS from continuing operations 3 021 § - 3 0.21 3 -

There is no impact on income or earnings per share from discontnued operations as a result of GAAP differences.
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The increase (decrease} in balances on the consolidated statements of financial position resulting from the material

GAAP differences is summarized in the tables below:

Statement of Financial Posiuon - 2007 US GAAP Joint Ventures() Other Cdn GAAP
Cash and short-term investments S 337 § 14 (1) 350
Other current assets 636 7 (5) 638
Current assets 973 21 (6) 988
Property, plant, and equipment 386 4 - 390
Long-term investments and other 290 (3% 33 284
Other long-term assets 1,369 18 15 1,402
Total assets g 3018 % 4 42 3,064
Current habilities S 616§ - 7 623
Deferred income tax liabilices 168 - 14 182
Other long-term liabilities 337 - (1) 336
Total liabilities 1,121 - 20 1,141
Share capital 492 - - 492
Additional paid-in capital 73 - (63 10
Retained earnings 842 - 103 945
Accumulated comprehensive income 490 (4) (10) 476
Total shareholders’ equity 1,897 (4) 30 1,923
Total liabilities and sharcholders’ equity g 3018 § (4 50 3,064
Statement of Financial Position - 2006 US GAAP Joint Ventures Other Cdn GAAP
Cash and short-term investments 3 382 6 - 388
Other current assets 685 9 1 695
Current assets 1,067 15 1 1,083
Property, plant, and equipment 334 4 1 339
Long-term investments and other 176 (34) 28 170
Other long-term assets 766 16 10 792
Total assets S 2,343 1 40 2,384
Current liabilities g 471 1 2 $ 474
Deferred income tax liabilides 103 - (21) 82
Other long-term liabilides 415 - ) 414
Toral liabilities 989 1 {20) 970
Share capital 566 - - 566
Additional paid-in capital 69 - (63) 6
Retained earnings 3N - 104 495
Accumulated comprehensive income 328 - 19 347
Total shareholders’ equiry 1,354 - G0 1,414
Total liabilities and shareholders’ equity 3 2,343 1 40 2,384

28. Subsequent Events

Subsequent to the yvear-end, the Company signed an agreement to sell its external beam therapy and self-contained
irradiator product lines. Under the werms of this agreement, Best Medical International Inc., a provider of radiotherapy
and oncology products, will purchase MI2S Nordion's external beam therapy and self-contained irradiator produet lines
for §15 million cash. Best Medical International Tnc. will acquire these two product lines with combined annualized
revenues of approximately US$32 million and approximately 150 employees. The transacdon, which is subject to the
usual closing conditions, is expected to close in the second quarter of 2008.

The net assets to be sold associated with these product lines amounted to $19 million as at October 31, 2007, including
property plant, and equipment of $5 million and net working capital of $14 million. There is no goodwill recorded in the
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accounts of the Company related ro these product lines. The Company expects to report a loss as a result of this
transaction, including all costs associared with the disposal, in the range of $4 million to $6 million in the second quarter
of 2008.

On November 30 and December 5, 2007. MDS announced that MDS Nordion was experiencing an interruption in
supply of medical isotopes from a primary supplier, Atomic Energy of Canada Limited while the supplier completed a
scheduled shurdown and an upgrade to the electrical system of the National Research Universal reactor. The supplier
worked closely with indusery regulators on this matter, and they were able to resume productdon in late December.

29. Comparative Figures

Certain figures for the previous years have been reclassified to conform with the current year’s consolidated financial
statement presentation,
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CANADIAN SUPPLEMENT TO 2007 MANAGEMENT'S DISCUSSION AND ANALYSIS
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January 29, 2008

The annual financial statements of MDS Inc. (MDS or the Company) for the year ended October 31, 2007 are
reported in United States (US} dollars and prepared in accordance with US generally accepted accounting principles
(US GAAP). As part of the Company’s Canadian filing requirements, we are providing this supplement (Canadian
Supplement) to our management’s discussion and analysis (MDé&A) that restates, based on financial information of
MDS reconciled to Canadian generally accepted accounting principles (Canadian GAAP) those parts of our MD&A
that would contain material differences if they were based on financial statements prepared in accordance with
Canadian GAAP. The Canadian Supplement should be read in conjunction with our 2007 annual MD&A and
financial statements included in our annual report for the fiscal year ended October 31, 2007 (Annuat Report). Note
27 of out 2007 annual financial statements explains and quantifies the materal differences between US GAAP and
Canadian GAAP on the Company’s financial conditon and results of operations.

The following contains forward-looking smtements and should be read in conjunction with the factors set forth in
the “Caution regarding forward-looking statements” section of the 2007 annual MD&A, dated January 22, 2008
contained in the Financial Review portion of our Annual Report.

In addition to measures based on US GAAP and Canadian GAAP, we use terms such as adjusted earnings before
interest, taxes, depreciadon and amortization (adjusted EBITDA) and adjusted EPS. These terms are not defined by
US GAAP or Canadian GAAP and readers should refer to “Use of non-GAAP measures” in our 2007 annual
MD&A.

Amounts are in millions of US dollars, except per share amounts and where otherwise noted.

Consolidated operating highlights

A summary of the impacts of the differences between US and Canadian GAAP appears below:

2007 2006 2005
Tortal revenues — US GAAP $ 1,210 § 1,060 % 982
Total revenues — Canadian GAAP $ 1,253 § 1,107 8 1,045
Operating incotne (loss) — US GAAP ] (108) 3 (56 3 76)
Operating income (foss) — Canadian GAAP $ (39 53 48 S 16
Income {loss) from continuing operatons — US GAAP $ 33) 3 22 3 29
Income (loss) from continuing operations — Canadian GAAP $ 34 29 3 1
Basic EPS - continuing operations — US GAAP $ 0.25) 3§ 0.15 § 0.21)
Basic EPS - continuing operations — Canadian GAADP $ 0.26) 3 021 § -
Consolidated operating highlights and adjusted EBITDA
2007 2007 2006 2006
Us CDN uUs CDN
GAAP Differences GAAP GAAP Differences GAAP
Net revenues 3 1,119 8 43 % 1,162 3% 955 § 47 3 1,002
Total revenues 3 1,210 8 43 8 1,253 § 1,060 § 47 8 1,107
Operating income (loss) H (108) $ 69 s ) 66 $ 104 3 48
Adjusted EBITDA $ 145 § 24 8§ 169 § 77 8 41 § 118
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"The differences between US GAAP and Canadian GAAP that have the most significant impact on the Company’s
financial condition and results of operations include accounting fot: joint ventures, investment tax credits, research
and development, stock-based compensation, embedded derivatives, pensions and currency forward and option
contracts {or hedges).

The primary difference between Canadian GAAP and US GAAP that affects the consolidated revenues and
operating margin is that under Canadian GAAP proportionate consolidation is used to report the results of cur joint
ventures within MDS Analytical Technologies, whereas under US GAAP we apply the methed of equity accounting.
For 2007, we reported $45 million less revenue and $60 million less operating income under US GAAP than we
would have reported under Canadian GAAP (842 million less and $58 million less, respectively for 2006). Under US
GAAP, the income from the joint ventures is included in equity earnings, which were $53 million in 2007 (349
million in 2006). Under Canadian GAAP this amount was included in operating income as part of the proportionate
consolidation. There is no material impact to adjusted EBITDA from this accounting difference.

Other differences in operating income and adjusted EBITDA are listed below.

¢  Non-refundable investment tax credits (ITCs) are treated as a reduction of expenditure under
Canadian GAAP and a reduction of income tax under US GAAP. In 2007, there were $17 million
{$46 million in 2006) of ITCs which increased our operating loss under US GAAP, compared to
Canadian GAAP. Adjusted EBITDA was reduced by $11 million ($19 million in 2006) under US
GAAP, compared to Canadian GAAP, as $6 million (327 million in 2006) of the ITCs related to the
MAPLE project and were treated as an adjusting item in our calculation of adjusted EBTTDA.

¢ Research and Development (R&D) expenditures may be capitalized under Canadian GAAP if
certain criteria are met; however these expenditures are expensed in the petiod they are incurred under
US GAAP, In 2007, the $14 million ($10 million in 2006) of R&D capitalized under Canadian GAAP
resulted in a reduction of adjusted EBITDA by the same amount under US GAAP, compared to
Canadian GAAP. Our operating loss was increased by $8 million ($4 million in 2006) under US
GAAP due to $6 million of amortization under Canadian GAAP relating to previously capitalized
R&D.

e  Due to a difference in valuation methods for stock-based compensation under US GAAP and
Canadian GAAP, our operating loss was reduced and adjusted EBITDA was higher by $6 million for
20407 (nil in 2006) under US GAAP, compared to Canadian GAAP.

»  Other differences, which are described in Note 27 to our 2007 annual financial statements and
highlighted in the segment discussions that follow, include embedded derivatives, pension accounting
and hedges.

In calculating adjusted EBITDA and adjusted EPS, shown in the table below, the material changes to the adjusting
items include the following two items:

e In 2007, capitalized R&D was charged to restructuring under Canadian GAAP. Under US GAAP,
these expenditures may not be capitalized and therefore there is no adjustment.

e In 2006, under Canadian GAAP, ITCs were netted against the MAPLE setdement. Under US GAAP
these are rreated as a reduction to income tax. The latter adjustment related to the MAPLE ITCs, only
impacts adjusted EBITDA.
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Earnings per Share

The adjusted earnings per share (EPS) for US GAAP and Canadian GAAP were as follows.

2007 Differ- 2007 2006 Differ- 2006
us ences CDN uUs ences CDN
GAAP GAAP GAAP GAAP

Basic earnings per share from
continuing operations —as reported  §  (0.25) §  (0.01) $  (0.26) $ 015 3% 006 §% 0.21
Adjusted for:

Restructuring charges, net 0.19 0.05 0.24 0.04) - (0.04)

FDA-related customer

settlements 0.31 - 0.31 - - -

Valuation provisions 0.06 - (.06 0.05 - 0.05

Mark-to-market on interest rate

swaps (0.01) - (0.01) - - -

MAPLE setlement (0.03) - {0.03) 0.04 - 0.04

Gain on sale of business and

long-term investments {0.02) - (0.02) - - -

Acquisition integration 0.09 - 0.09 - - -

Tax rate changes - - - (0.03) - (0.03)

Adjusted EPS $ 034 § 0.04 $ 038 $ 017 § 006 $ 0.23

MDS Pharma Services

Selected Financial Highlights

2007 2007 2006 2006

uUs CDN UsS CDN

GAAP Differences GAAP GAAP Differences GAAP

Net revenues 8 477 8 - 8 477 % 458 % 1§ 459
Total revenues g 568 3% - 8 568 & 563 & 1 8 564
Operating income (loss) $ (122) 3 4 3 (1) 3 (54 3§ 15 § (39
Adjusted EBITDA b 6 % 7 8 13§ (26) § 15 § {11)

For MDS Pharma Services there were two material differences between US GAAP and Canadian GAAP.

e Under Canadian GAAP, I'TCs were recorded as a reduction in cost of revenues. Under US GAAP, TTCs
are included in income taxes and, therefore, when compared to Canadian GAAD, MDS Pharma Services
operating loss is increased and adjusted EBITDA is reduced by the $6 million of ITCs eamed in 2007
(812 million in 2006).

e MDS Pharma Services operating loss in 2007 was decreased under US GAAP, when compated to Canadian
GAAP, due to 2 $3 million restructuring charge associated with deferred development costs. This was
treated as an adjusting item under Canadian GAAP in the calculation of adjusted EBITDA. Under US
GAADP, these expenditures may not be capitalized and therefore there is no adjustment. There is no
difference in adjusted EBITDA related to this item.
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[All tabular amounts in millions of US Dollars, except where noted]

MDS Nordion

Selected Financial Highlights

2007 2007 2006 2006
us CDN Us CDN
GAAP Differences GAAP GAAP Differences GAAYP

Total revenues 3 290
Operating income (loss) § 72
Adjusted EBITDA 3 84

ay § 289 $ 295 % 23
§ $ 80 § 40 3 30 3
2.3 8 3 89 % 3 3

W A Y

297
70
92

The difference in accounting between US GAAP and Canadian GAAP has resulted in differences in operating
income and adjusted EBITDA primarily due to accountng for hedges, ITCs, embedded derivatives and pensions.

For MDS Nordion the difference in revenue is due to a difference in accounting for hedges that existed at
the time the hedges were entered into.

In 2007, TTCs related to R&D programs of $2 million and the MAPLE project of $6 million reduced
operating income under US GAAP compared to Canadian GAAP. The $6 million of ITCs related to the
MAPLE project were treated as an adjusting item in the caleulation of adjusted EBITDA under Canadian
GAAP and therefore this amount does not appear as a difference between US GAAP and Canadian GAAP
for adjusted EBITDA,

Under US GAAP, there was an embedded derivative associated with MDS Nordion’s long term Russian
Cobalt supply agreement. Under Canadian GAAP, the contract was not considered to contain an
embedded derivative as the US dollar currency used in the contract was considered to be a common usage
currency. Under US GAAP, a gain was recorded in 2007 related to the embedded derivative and therefore
operating income and adjusted EBITDA are higher under US GAAP, compared to Canadian GAAP.

In 2007, there is a difference in the accounting for pensions between US GAAP and Canadian GAAP that
resulted in an increase in the pension expense recorded under US GAAP. Under US GAAP, operating
income and adjusted EBITDA are $4 million lower, compared to Canadian GAAP due to this difference in
accounting for pensions,

MDS Analytical Technologies

Selected Financial Highlights

2007 2007 2006 2006
Us CDN us CDN
GAAP Differences GAAP GAAP Differences GAAP

Total revenues 3 352
Operating income (loss) 3 20

44 3 396§ 202
63 % 43 % (16
2 3 1033 44

44
63
21

L 5 B
©5 8 1A
5 0 4

246
47
65

Adjusted EBITDA $ 81

The Sciex division of MDS Analytical Technologies carties out the majority of its business through joint ventures.
Currently, MDS generates the majority of its income associated with these joint ventures from the net income of the
joint ventures, and not from its sales to the joint ventures. Under US GAAP, we equity account for the joint
ventures and therefore the majortity of the income related to the Sciex division is reflected in equity earnings, which
represent our share of the net income of the joint ventures. We include equity earnings in our calculation of adjusted
EBITDA, however, under US GAAP, these earnings are not included in operating income. Under Canadian GAAP,
these joint ventures are proportionately consolidated and therefore the earnings associated with the joint ventures is
included in operating income,
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fAll tabular amounts in millions of US Dollars, except where noted]

As a result of the difference in accounting for joint ventures, for 2007, we reported $45 million less revenue and

360 million less operating income under US GAAP than we would have reported under Canadian GAAP

(342 million less and 58 million less, respectively for 2006). Under US GAAP, the income from the joint ventures
is included in equity earnings, which were $53 million in 2007 (849 million in 2006). Under Canadian GAAP this
amount was reflected in operating income as part of the proporticnate consolidation, There is no material impact to
adjusted EBITDA from this accounting difference.

For MDS Analvtical Technologies, the other differences between US GAAP and Canadian GAAP are listed below.

s In 2007, the $14 million of R&D capitalized under Canadian GAAP, resulted in a reduction of adjusted
EBITDA by the same amount under US GAAP, compared to Canadian GAAP. Operating loss was
increased by $8 million under US GAAP due to $6 million of amortization under Canadian GAAP that
related to previously capitalized R&D.

e  [TCs related to R&D were reflected as a reduction of R&D expense under Canadian GAAP and as a
reduction to income tax under US GAAP. In 2007, there is a $3 million increase in the operating loss and
reduction of adjusted EBITDA under US GAAP, compared to Canadian GAAP related to 1TCs.

¢  Revernue, operating income and adjusted EBITDA were reduced under US GAAP, compared to Canadian
GAAP, due to the difference in accounting for certain hedges.

MDS Corporate and other

Selected Financial Highlights

2007 2007 2006 2006

USs CDN us CDN

GAAP Differences GAAP GAAP Differences GAAP

Operanng income {loss) g (38 % 4 3 “42) 3 (26) 8 4 3 (30)
Adjusted EBITDA $ (26) % OIR (33 3% 29 8 1 § (28)

The primary difference between US GAAP and Canadian GAAP for Corporate and other is due to the difference in
valuation methods used for stack-based compensation. Under US GAAP, compared to Canadian GAAD, the
operating loss is reduced and adjusted EBITDA is increased by $6 million in 2007 related to one of our stock-based
compensaton programs,

For additional information and details, readers are referred to the 2007 annual financial statements and
management’s discussion and analysis for 2007 and the Company’s 2007 Annual Informadon Form (AIF), all of
which are published separately and are available at www.mdsinc.com and at www.sedar.com. In addition, the
Company’s 40-F filing is available at www.sec.gov..
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Commitment to excellence

Striving to reach our full potential as a company and as individuals;
doing the right th!ings the right way.
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Mutual trust!

Having confidence encugh to rely on others and to be open

to new people and different ideas.
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Respect for people
Showing genuiné concern for others, and treating people
as individuals, with understanding and appreciation.

Integrity |

Being reliable anfd accountable in word and behaviour.
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